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“Any business intelligence system is incomplete —
without some combination of data mining, text

mining, and image mining. In these areas,
Insightful is delivering real innovation, based
on its long history in statistical data mining and
high-end analytics.”

Dan Vesset
International Data Corpaoration {IDC)
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Shawn Javid Chairman, President and Chief Executive Office

Our mission is to increase shareholder value by
delivering data analysis solutions that provide
significant value to our clients.

|

Since 1987, Insightful has been
successfully delivering analytic
solutions for thousands of com-
panies in financial services,
pharmaceuticals, biotechnology,
telecommunications, manufac-
turing, retail, plus government
and research institutions.
Essentially, we help our cus-
tomers make profitable deci-
sions by identifying patterns,
trends, and relationships within
their data. We enable our clients
to minimize equity portfolio risk,
identify and bring new drugs to
market socner, improve the
quality of products and services,
optimize results from sales and
marketing campaigns, and
develop new predictive models.

2001 was an important year for
insightful and we believe the
company is much stronger than
one year ago. We achieved rev-
enues of $17.4 million from
continuing operations, which

was 14% higher than the level
achieved in 2000 and nearly
double that achieved just three
years before. Overall net income,
including income and losses from
both continuing and discontinued
operations, was $2.4 million for
2001 vs. a net loss of $6 million
for 2000. We closed 2001 with
cash and cash equivalents of $6.3
million vs. a closing balance of
$3.7 million for 2000.



We accomplished a great deal
in the first haif of 2001, focusing
the company solely on data
analysis solutions, divesting

the MathSoft Engineering and
Education Products Division,
renaming the company to
Insightful, migrating our head-
quarters from Cambridge,
Massachusetts to Seattle,
Washington, inaugurating our
strategic alliances initiative,

and launching our new Analytic
Server product. We did this while
maintaining profitability and
22% revenue growth in the first
half of the year versus the same
period in 2000.

In the second half of 2001,

we acquired four strategically
located data analysis businesses
{Durham, North Carolina; Toulouse,
France; Berlin, Germany; and
Basel, Switzerland). These opera-
tions provide Insightful with
industry-specific expertise in
data analysis and offices near
key customers. We also increased
investment in new product
development during this period.
Unfortunately, the events of
September 11—in addition to the
human tragedy —triggered an
economic slowdown that

adversely affected corporate
spending on information tech-
nology in many of the industries
that we serve. In Q4, many
prospective customers delayed
their planned purchases.
Additionally, the delayed approval
of the US federal budget slowed
our receipt of new government
research projects.

These factors dampened our
growth rate and hurt our prof-
itability in the second half of the
year. Revenue for the second
half of 2001 was 8% above that
of the same period in 2000 but
down from what we had planned,
resulting in our first net loss
from continuing operations in
many years. We have realigned
the business and cut costs to
meet the challenges of this new
economic climate, while we con-
tinue to invest in new products
and new channels.

2002 wiill see the launch of new
products and services, which will
bring Insightful into significant
new markets and further differ-
entiate us from our competitors
by providing scalable enterprise
solutions for our customers’

most challenging data access

and analysis problems. New
solutions slated for 2002 will
address the new, rapidly emerg-
ing markets of data mining, CRM
analytics, and information
retrieval—all of which build
upon our heritage of high-end
statistical analysis.

We will continue to Jeverage our
leading technology and services
in the data analysis market
while maintaining a strong
financial position. The entire
Insightful team remains commit-
ted to enhancing shareholder
value via growth, profitability,
and positive cash flow.

Sincerely yours,

S0

Shawn Javid
Chairman, President
and Chief Executive Officer
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insightful Corporation (NASDAQ:
IFUL) provides enterprises with
scalable data analysis solutions
that drive faster, more profitable
decisions by revealing patterns,
trends, and relationships within
their data. The company is a
leading supplier of software and
services for statistics, data mining,
business analytics, and informa-
tion retrieval.

Headquartered in Seattle,
Insightful serves its customers
directly from offices in Seattle,
New York City, North Carolina,
France, Germany, Switzerland,
and the United Kingdom.
Insightful also has a worldwide
distributor network and is aggres-
sively pursuing partnerships and
alliances with leading platform
vendors, consulting practices,
systems integrators, value added
resellers, and independent soft-
ware vendors.

Insightful helps its customers
solve challenging analytic prob-
lems to achieve information
superiority. We strive to exceed
customer expectations because
we believe in building long-term
relationships for sustained prof-
itability. Analysts in thousands of
companies including AT&T, Merrill
Lynch, Merck, Motorola, and
General Mills rely on Insightful’s
data analysis solutions to make
profitable decisions based on
sound business analytics.

We are data analysis specialists.
Insightful’'s contract research
group, which is funded by US
government contracts, provides
us with a breadth and depth of
expertise and intellectual propeity
unavailable to software compa-
nies many times our size. Our-
industry-focused expertise and
our innovative technology
enable Insightful to deliver
solutions custom-tailored to
solve our customers’ most
challenging problems.

We have a passion for innova-
tion. For 15 years, Insightful has
been developing and delivering
statistical analysis solutions with
cutting-edge techniques. As a
result of our ongoing technical
research and understanding of
our customers’ needs, we are
bringing new state-of-the-art
solutions to market in 2002 that
provide innovative and unique
capabilities to our customers
and partners.

Insightful products now consist
of S-PLUSP? StatServer,® S-PLUS
Analytic Server,” InFact,”
Insightful Miner,” and VisiMine”
These products derive insight
from virtually any kind of struc-
tured and unstructured digital
data, including numbers, text,
images, maps, charts, and
graphs. Insightful consulting
services provide specialized
expertise and proven.processes

for the design, development, and
deployment of tailored analytical
solutions. The company delivers
data analysis solutions to thou-
sands of companies in financial
services, pharmaceuticals,
biotechnology, telecommunica-
tions, and manufacturing, plus
government and research
institutions. '

Insightful’s seasoned management
team has extensive combined
experience working in the high-
tech industry ranging from
Fortune 500 firms to successful
startups. We are well-prepared
to lead Insightful forward as it
strategically expands, innovates
and delivers analytic technology
and services to enhance share-
holder value.

“Today, every business is an
information business. A flood
of data is collected from mamny
sources, yet it becomes vafuable
onfy when properly analyzed.
Sophisticated analytical software
is reguired to understand the past,
react to the present, and anticipate
the future. Companies, such as
Insightful Corporation, that provide
tools for building analytical solu-
tions are key players in foday's
information economy.”

Wayne Eckerson
Director of Education and Research
The Data Warehouse Institute
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Forward

Our objective is to leverage our
strong position in the statistics mar-
ket into a leadership position in
the rapidly emerging markets

of unstructured data mining,
analytic CRM, and information
retrieval. Statistics and predictive
analysis are core technologies

in these markets.

In early 2002, Insightful will
bring a new data mining tool to
market called Insightful Miner.
Insightful Miner was desighed
specifically to solve data analysis
problems involving data set sizes
too large for competitive prod-
ucts to handle without ignoring
precious data. In February of
2002, Rick Whiting of Information
Week wrote, “The amount of
data businesses collect doubles
each year, making petabyte data-
bases (1,000 terabytes) a reality
within five years; research
groups will hit that mark by early
next year.’; We believe Insightful
Mineris well-positioned to cost-
effectively scale to analyze larger
and larger databases, and this
gives us a competitive edge.

We are working on a focused
solution built on top of the
Insightful Miner platform that
provides both technology and
methodology optimized for ana-
lytic CRM for retail banks and
merchandisers. This solution has
been designed specifically to
allow Insightful and its partner

network to cost-effectively derive
high ROI for enterprises that
have invested in CRM systems.
We are excited about the market
opportunity for this data mining
solution and are encouraged by
initial responses from pilot cus-
tomers and partners alike.

Historically, the data analysis
market has focused solely on
solutions that analyze numbers;
information contained in text,
images, maps, charts, and graphs
has not been adequately utilized.
We see a union ahead in which
quantitative information (often

structured and stored in databas-

es) and conceptual information

(often unstructured and hidden

in documents, emails, presenta-
tions, etc.) will come together.

In 2001, industry analysts recog-
nized the need for data analysis
solutions that empower knowl-
edge workers to ask guestions in
plain English and extract precise
answers from any data they have
collected. In 2002, Insightful will
deliver InFact to specifically
address this opportunity using
our patent-pending approach.
The leaders in this market today
are delivering inexact keyword
search systems without analytic
capabilities. Insightful is one of
the few companies with the
expertise to combine structured
and unstructured data in new
ways that help people make

better decisions faster. Our her-
itage of sophisticated analytics,
our experience with client/server
computing, and our advanced
research in information retrieval
give Insightful the foundation to
deliver better solutions.
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FINANCIAL SERVICES

Global technological changes have reduced market barriers, creating
new ways of doing business—and new rivals. Leading banks, insur-
ance companies, and securities companies are competing for '
customers by offering one-stop shopping for a growing list of prod-
ucts and services. Increased product complexity, new instruments,
the “endless day,” and exposure to volatile markets have increased
the need for Insightful software and services for predictive modeling,
risk management, and poitfolio optimization.

Insightful technology and expertise help analysts improve portfolio
performance, profitability, and reduce risk. Insightful software

and services provide Merrill Lynch, one of the world’s leading
financial management and advisory companies, with an analytic
portal consolidating next-generation research reports, portfolio
optimization, and market views. Insightful software and services
maximize ROI by improving the efficiency and efficacy of Merrill
Lynch’'s communication with its customers, thereby enhancing
satisfaction and return.

PHARMACEUTICALS AND BIOTECHNOLOGY

Developing and bringing a successful drug compound to market
is expensive and time consuming, often taking up to ten years from
exploratory analysis to market delivery. Scientific advancements
such as mapping the human genome and increased pressure to
accelerate the drug development process have created a strong
demand for advanced analytical software and services. Insightful
solutions help streamline the drug discovery process, from
exploratory analysis and data mining, to screening potential com-
pound candidates early in the process, to the evaluation of efficacy
and risk during clinical trials. This analysis is already helping many
pharmaceutical companies bring beneficial drugs to market sooner.

Researchers at Merck Research Laboratories are able to test tens
of thousands of samples each day from their chemical and natural
product “libraries” to determine how they affect disease processes,
creating data management and analysis challenges. StatServer pro-
vides Merck with a scalable, easy-to-use, and reliable system for
identifying a short list of prospective chemical entities for further
analysis. StatServer provides analysts and decision-makers with the
tools they need, ensuring “best practices” and reducing investment
on ineffective chemical entities, saving the company millions of dollars.

% “After an exhaustive search

of leading analytical software
vendors and e-business
consulting firms, we selected
Insightful Corporation.

The company's financial
products and consulting
expertise complemented

our business needs.”

Bart Dowling
Director, Global Asset Allocation
Merrill Lynch

“We think StatServer really
changes the way we work.
Revolutionary technology has
brought large and/or complex
data sets to many more areas
of drug discovery, »esearch
and development.”

Dr. Bill Pikounis
Associate Director
Merck Research Laboratories




“S-PLUS graphics have improved gg
our efficiency by at least 100%.
Insightful seftware allows our
engineers to spend less time
gathering data by automating
the collection, analysis, and
presentation of information,
and more time solving mission-
critical service issues.

Previously, it would take a day
for our in-field engineers to read
pages of data-intensive reports
before taking action. With
S-PLUS, engineers cam review
accurate reports within 30 min-
utes and then start solving the
problem immediately.”

Doug Baranek
Planning Engineer
AT&T Wireless

TELECOMRMUNICATIONS

From Internet, telephone, and cable services to voice and electronic
mail, telecommunications services touch our lives every day. In this
fast-growing, competitive, price-sensitive industry, firms such as
AT&T must continually evaluate and improve the performance of
their programs and services to stay ahead of the competition.
Insightful software provides the predictive modeling capabilities
required to understand customer preferences, predict system
performance, and anticipate customer behavior.

At AT&T Wireless, Insightful software helps engineers identify system
performance problems, such as dropped call rates, poor call quality,
and blocked calls, which are critical to maintaining and acquiring
customers. Insightful software has improved workforce efficiency by
providing intuitive visualization and accurate analytics. Engineers can
react more quickly to performance issues and manage larger territo-
ries because they spend less time gathering information and more
time solving service issues. For AT&T Wireless, Insightful software
and expertise allow engineers to maintain high-quality service, man-
age resources more effectively, and improve customer satisfaction.

AT&T has also deployed Insightful software to evaluate marketing
strategies for customer billing. Unlike most industries, long distance
carriers often include their bill with the local phone bill, which
removes them from direct contact with the customer. AT&T tested

a direct billing strategy to see if it had an impact on customer reten-
tion. Insightful software was instrumental in helping AT&T model and
predict customer reaction, helping decision-makers “see the future”
under various scenarios. Using advanced analytical methods, the
company was able to confidently roll out a profitable, direct billing
strategy nationwide.
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MANUFACTURING

Leaders as diverse as Motorola, Intersil, and General Mills rely

on Insightful to uncover a product’s critical design factors, such

as which variables have the biggest impact on performance, what
are the best possible settings or proportions, and what are the most
favorable operating conditions. Insightful provides solutions for
experimental design and analysis, reliability analysis and life
expectancy testing, business performance reporting, and demand
forecasting and optimization.

Motorola Life Sciences, a business unit of Motorola Inc., develops
industry-leading biochips that deliver better healthcare through the
understanding and practical application of genomic technology.
Industrial engineers and planners, materials management teams,
and researchers rely on Insightful’s sophisticated data analysis soft-
ware and expertise to manufacture precise, high-quality biochips.

GOVERNRMENT

Government agencies are inundated with data collected from
citizens, employees, research, and outside vendors. Virtually every
major branch of the US federal government uses Insightful technolo-
gy for data analysis including: the Centers for Disease Control, the
Nationa! Institutes of Health, the Department of Defense, the Federal
Reserve Board, the Federal Drug Administration, NASA, intelligence
agencies, and the IRS.

“Rfiotorola’s Six Sigma methodelogy
combined with (nsightful's analytic
expertise allows us to optimize
production guality and design
industry-leading biochips.”

Dr. Phillip Stafford
Senior Scientist
Motorola Life Sciences

“StatServer has enhanced our
productivity by allowing us to
upgrade everyone's data analysis
toolbox, to educate users on best
practices, and to deliver key
business information, all from

a central location.”

Dr. Fred Hulting
Senior Technology Manager
General Mills

E “Two years ago we selected

Insightful to develop the VisiMine
platform for image mining. At NASA,
we face the daunting prospect of
having to deal with databases of
vnprecedented size and complexity.

We contracted Insightful agaimn
because we believe that Insightful
can perform effective technology
transfer and defiver superior solu-
tions for image mining of large
databases to communities of
users inside and outside HASA.”

Dr. James Tilton
Project Manager
NASA
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"We've reduced our analytic
development time by 50 percent
and defivered twice as much
functionality with Insightful’s
technology. We can prototype
new analysis technigues quickly,
and the software scales as we
add more users to our system.”

Dr. Ken Yourstone
Research Analyst
Pioneer Hi-Bred International, Inc.

"l use S-PLUS for modeling com-
plex high-frequency time series
data, and the speed gains and
ability to worl with larger
datasels are big time-savers.”

Francis Parisi
Research Director
Standard & Poor’s

STATISTICS & DECISION SUPPORT

Statistical analysis, predictive modeling, and dynamic visualization
comprise the core functionality of Insightful’'s desktop and server
statistics products. While “power users” and professional analysts
have the flexibility to extend or develop new statistical methods,
others can simply view results and find relationships in their data
using interactive graphics and a Web browser.

Insightful’s flagship product, S-PLUS, has been popular among
discerning users for 15 years. It is one of the most powerful data
analysis packages on the market, available with a point-and-click
user interface on Microsoft® Windows? UNIX, and Linux. Our customers
use S-PLUS to quickly identify trends, patterns, and relationships
hidden in data. Because of its extensibility, interactivity, open stan-
dards-based approach, and intuitive user interface, S-PLUS has

a unigue competitive advantage.

Our server products, StatServer (for Microsoft Windows) and S-PLUS
Analytic Server (for UNIX), enable server-based data analysis to be
distributed across the enterprise. These reliable and scalable prod-
ucts are used every day for mission-critical applications to derive
intelligence from data in real-time. The S-PLUS analytic engine is
built-in, enabling rapid deployment of virtually any analytic, from
simple reports to advanced predictive analysis. What's more, our
server versions are designed for integration, so we can add
advanced analytical power to other sofiware, for example adding
analytics to Web servers. Analysts and decision-makers use Web-
based reports and interactive Java graphics to see results, drill down
into important findings, and make better decisions more quickly.
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DATA MINING & ANALYTIC CRM

Insightful is expanding from desktop and server-based statistical
tools to the higher growth market for enterprise data mining applica-
tions, based on our statistical expertise. Companies are inundated
with data being captured during every phase of business—from R&D,
production, customer interactions, and more. Data mining is becom-
ing an essential business weapon for applications ranging from
fraud detection and failure prediction to customer behavior modeling
and demand forecasting. In 2001, we began full-scale development
of a next-generation data mining solution designed to analyze mas-
sive datasets. Insightful Miner, a comprehensive, full life-cycle data
mining workbench, provides a tightly integrated solution for data
miners and business analysts. Our goal is for Insightful Miner to

be the price/performance leader in data mining software when we
launch the desktop version in early 2002, and the enterprise server
version in mid-2002.

Customer information generates one of the fastest-growing reser-
voirs of business data. Transactions, profiles, demographic data

and Web visits are examples of the data captured by Customer
Relationship Management (CRM) systems. Insightful plays a key role
by supplying data analysis solutions that reveal not only historical
information, but also what is likely to happen and how to turn this
intelligence into improved profits. Rigorous data analysis is critical
for companies to become customer-centric. Fueled by the 2001
acquisition of Predict AG and the introduction of insightful Miner,
Insightful is preparing to deliver new ROI-based analytical solutions
for customer intelligence in retail and finance. Of course, descriptive
statistics, pattern recognition, and predictive analysis are nothing
new for Insightful. What is new is the application of our sophisticated
methods for customer behavior modeling and process improvement,
which we believe will help our clients—and our partners’ clients—
increase profitability and customer satisfaction.

Big-data scalability

with full support for Build powerful

every step of the data predictive

mining process models without
programming

Deploy resulis easily into your enterprise systems

B

“For over & decade Insightful has
been one of the leaders in data
analysis with strong products for
statistical analysis, predictive
modeling and decision support.

Now, with Insightful Miner, the
company offers a competitive

data mining product with strong
price/performance characteris-
tics. From a technology standpoint,
Insightful Miner is a flexible, full-
cycle data mining workbench.
From the business standpoint,
Insightful Minercan help deliver
information superioriy.”

Dan Vesset

Research Manager for Data
Warehousing & information Access
International Data Corporation (IDC)

“StatServer has generated a wide
variety of static and interactive
reports and graphics to help
optimize the cost and timing
of the product development
process, including the analysis
of competitive barriers to entry,
market opportunities, and product
and competitive product perform-
ance. Other reports provide
critical information on sales
team effectiveness and identifica-
tion of prospects.”

Dr. Levi Sorrell
Director of Advanced Analytics
Janssen Pharmaceutica




“IDC forecasts a surge in corpo-
rate imterest in natural language
question answering and text
categorization solutions.

The practical implications are
faster, more satisfying searches.

Beyond search, the integration
of structured and unstructured
data analysis is & big theme in
enterprise data analysis. For
example, if the CED asks, ‘Are
any of our top customaers com-
plaining? one needs to analyze
numbers from the database plus
documents from email, call
center records, fetters, and
sales force notes.

Any business intelligence
system is incomplete without
some combination of data
miping, text mining, and image
mining. In these areas, Insightful
is delivering real innovation,
based on its long histery in
statistical data mining and
high-end analytics.”

Dan Vesset

Research Manager for Data
Warehousing & Information Access
International Data Corporation (IDC)

INFORMATION RETRIEVAL

When it comes to information, numbers are not enough. Often the
information needed for decisions is not numerical or neatly structured
in a database. By some estimates, 80% of all business information is
hidden away in documents containing text, images, charts, graphs,
and maps. How much can be learned from these documents? The
obvious answer to this question indicates that text mining and natural
language search are the next steps in data analysis and business intel-
ligence. Text and image retrieval solutions use multivariate statistical
analysis and clustering, areas in which Insightful has specialized
knowledge and the benefit of many years of research.

Based on extensive research, insightful has developed a new product
called InFact for asking natural language questions and getting answers
in the form of sentences, images, graphs, maps, and charts directly
from the unstructured documents. Using patent-pending algorithms,
InFactunderstands facts and concepts, not just keywords. One literally
asks a question and gets a direct answer, rather than a list of docu-
ments. Potential applications include enterprise information retrieval,
content categorization, customer support, and automated email rout-
ing. We believe the combination of data analysis, predictive modeling,
and concept searching will become a major part of business intelligence
{Bl) initiatives in the coming years.

VisiMine is a new data analysis product from Insightful focused

solely on image analysis and retrieval. It was built for NASA to catego-
rize, store, and interactively search for features in massive quantities
of images. Applications for VisiMine include remote sensing, defense
and intelligence, medical research, and OCR document management.

InFact understands your question

. InFact ! )
g and has a precise understanding
of all the linguistic relationships
e ——— in the target document collection.
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CONSULTING

Insightful's global consultants help forward-thinking companies
transform their businesses using proven technoiogy and unrivaled
expertise.

We help our clients solve compliex and critical business problems
that improve their products and services, increase revenue, and
minimize expense. We have helped some of the world’s largest com-
panies as well as startups by providing analytic solutions in finance,
pharmaceuticals, biotechnology, telecommunications, manufacturing,
retail, and other major industry groups.

Insightful provides strategic expertise to improve business
performance. From requirements analysis to long-term development
engagements, Insightful has the talent and methodology to success-
fully deliver solutions for a variety of problems.

Our consultants deliver expertise in business analytics including
information retrieval, customer relationship management, predictive
modeling, decision support, quality control, portfolio optimization,
and automated trading.

At Insightful, we have the depth and breadth of expertise to provide
the right people with the right skills, and the right technology to
meet each unique customer need.

RESEARCH SERVICES

Insightful provides contract research services to clients seeking top
experts for cutting-edge analytical projects. Our experienced research
group keeps Insightful’'s technology and services at the forefront of
industry with projects relating to genomic data, longitudinal data,
spatial-temporal data, missing data, failure time data, resampling
methods, robust methods, Bayesian methods, image analysis, signal
processing, and information retrieval. Our clients range from the
National Institutes of Health (NIH) to the US Department of Defense
(DoD), as well as commercial enterprises interested in the latest
technologies to maintain or enhance their competitive edge.

We are selected because of our extraordinary expertise, our analyti-
cal software platform, and our ability to create commercial software
from emerging research technologies.

“Insightful’s consulting services
group was instrumental in
designing, implementing, and
maling this portal a reality.

The professionalism and under-
standing of our e-business
needs was exceptional. They
were able to respond to changes
quickly and provide expertise
that enhanced product delivery.

”

Bart Dowling
Director, Global Asset Allocation
Merrill Lynch
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PARTI

Forward-Looking Statements

Our disclosure and analysis in this report contain forward-looking statements, which provide our current
expectations or forecasts of future events. Forward-looking statements in this report include, without limitation:

= information concerning possible or assumed future results of operations, trends in financial results and
business plans, including those relating to earnings growth and revenue growth;

o statements about the level of our costs and operating expenses relative to our revenues, and about the
expected composition of our revenues;

° statements about our future capital requirements and the sufficiency of our cash, cash equivalents,
investments and available bank borrowings to meet these requirements;

= information about the anticipated release dates of new products;
o other statements about our plans, objectives, expectations and intentions; and

< other statements that are not historical facts.

LERNT]

Words such as “believes,” “anticipates” and “intends” may identify forward-looking statements, but the
absence of these words does not necessarily mean that a statement is not forward-looking. Forward-looking
statements are subject to known and unknown risks and uncertainties and are based on potentially inaccurate
assumptions that could cause actual results to differ materially from those expected or implied by the forward-
looking statements. Qur actual results could differ materially from those anticipated in the forward-looking
statements for many reasons, including the factors described in the section entitled “Important Factors That May
Affect Our Business, Our Operating Results and Our Stock Price” in this report. Other factors besides those
described in this report could also affect actual results. You should carefully consider the factors described in the
section entitled “Important Factors That May Affect Our Business, Our Operating Results and Our Stock Price”
in evaluating our forward-looking statements.

You should not unduly rely on these forward-looking statements, which speak only as of the date of this
report. We undertake no obligation to publicly revise any forward-looking statement to reflect circumstances or
events after the date of this report, or to reflect the occurrence of unanticipated events. You should, however,
review the factors and risks we describe in the reports we file from time to time with the Securities and Exchange
Commission, or SEC,

ITEM 1. BUSINESS.
Background Events
As of the end of December 2000, our operating divisions consisted of our Data Analysis Products Division

(DAPD) and our Engineering and Education Products Division (EEPD).

On January 23, 2001 we completed the sale of EEPD in order to focus the business on data analysis
software and services.

In June of 2001, the stockholders voted to change our company name from MathSoft, Inc. to Insightful
Corporation.

In association with the above divestiture and renaming the company to “Insightful Corporation”, we became
a Delaware corporation in June of 2001.

QOur principal executive offices are now located at 1700 Westlake Ave. N, Suite 500, Seattle, Washington
98109, and our telephone number is (206) 283-8802.




Business

Insightful provides enterprises with scalable data analysis solutions that drive faster, more profitable
decisions by revealing patterns, trends and relationships Our continuing operations and primary focus are to
provide software and consulting solutions for statistics, data mining, business analytics and information retrieval.

Our statistical solutions serve a variety of industries including financial services, pharmaceuticals and
biotechnology, telecommunications, manufacturing, retail, plus government and research. The markets for data
mining, business analytics and information retrieval software are expanding rapidly according to industry
sources. The primary drivers of these market opportunities include the tremendous growth in data collected and
the need to derive intelligence and competitive advantage from available data. In each case, our solutions help
customers gain intelligence from data.

Products
Statistical Analysis Products
S-PLUS™

Our principal product, S-PLUS, is an advanced, exploratory data analysis and statistical data mining
solution for technical and business professionals who need sophisticated analysis and visualization capabilities.
S-PLUS is based on the object-oriented “S” programming language licensed on an exclusive, worldwide basis
from Lucent Technologies. S-PLUS enables users to interactively analyze a wide variety of data and create
customized analytical applications that operate in the Windows and UNIX environments. The primary
advantages of S-PLUS include the flexibility and productivity of the “S” language, the interface choices
(command line, Windows GUI and Java GUI) and the wide range of pre-built analytical and visualization
methods.

Modules

To complement S-PLUS, we offer add-on modules that work with S-PLUS and provide additional “S”
language functions for specialized data analysis purposes. These include modules for forecasting volatility,
analyzing spatial statistics and performing optimization.

StatServer

Our product, StatServer®, enables corporations to leverage existing Web-based technologies and deploy
statistical applications throughout an organization using server computers running Microsoft Windows/NT.
StatServer is data warehouse-independent and integrates seamlessly with all standard database and data
warehouse formats. With StatServer, a wide range of statistical models and data visualization capabilities are
built and stored in a central server for access by non-technical users, who can apply these analytical techniques
using a simple and familiar Web interface to analyze and understand technical or business information. Using
StatServer, anyone can use a Web browser to perform data analysis without requiring expertise in statistics or
statistical tools. StatServer moves beyond the capabilities of report writers, spreadsheet applications and stand-
alone data analysis software, representing a significant advancement in decision support and statistical data
mining technology.

S-PLUS Analytic Server™

In February 2001, we expanded our solutions for enterprise analytics with the introduction of S-PLUS
Analytic Server, which runs on popular UNIX operating systems including Sun Solaris and Linux. S-PLUS
Analytic Server provides access to analytical applications via a Web browser and via a client/server graphical
user interface (GUI) written using Java technology. This software product is a key component of our enterprise
data analysis solution and has been adopted by companies in a variety of industries to make sophisticated
analytical information more accessible and easy to use.




S-PLUS and StatServer are registered trademarks of Insightful Corporation. Insightful and S-PLUS Analytic
Server are trademarks. All other trademarks are the property of their respective owners.

Services

We believe that providing a high level of support to our customers is a critical requirement for customer
satisfaction and for our long-term success. We believe we have established a strong history of responsiveness to
customer requirements. We deliver support for our data analysis products through our maintenance, consulting,
and training services.

We provide product updates and enhancements and customer support services under an annual maintenance
agreement. Maintenance fees are based on a percentage of the current list price of the licensed software products.
Cur consulting and training organization provides fee-based services, including implementation assistance,
project management, integration with existing customer applications and related services to our customers. We
also offer a series of fee-based training courses to our customers. Courses can be taken at our Seattle location, at
the customer’s site, or at other prearranged sites for larger customer groups.

Operations

Marketing and Sales

Cur statistical solutions serve a variety of industries including financial services, pharmaceuticals and
biotechnology, telecommunications, manufacturing, retail, plus government and research. Our data analysis
solutions are used in a variety of functions including research, engineering, production, marketing, and finance.

We acquire domestic customers for our products and consulting services through both our domestic telesales
organization and an outside sales team. Leads are generated from direct mail, public relations, the Web, seminars
and tradeshows and then qualified by telesales and the direct sales force, working in coordination with consulting
services.

Internationally, we expanded our direct sales force with the recent addition of offices in Germany, France
and Switzerland, to compliment our existing office in the United Kingdom. In other countries, we rely on a
network of resellers and distributors, who may work in conjunction with the direct sales force on global accounts.

Customer Technical Support

Technical support for our products is provided by a staff of engineers located in Seattle and other direct
offices in Europe. Support is only available to customers who purchase an annual maintenance and technical
support service.

International customers who purchase products from distributors receive first-line technical support from
their respective local distributors. A technical support staff of engineers, located in our United Kingdom sales
and marketing office, is available to support the distributors as well as our direct customers in the United
Kingdom. We are in the process of establishing tech support in key countries.

Manufacturing and Distribution

We utilize several third party vendors to manufacture and distribute our products. This permits us to manage
peak volumes customary in the software industry and to avoid high fixed costs associated with daily fluctuations
in orders and customer contacts.

Our practice is to ship our products promptly upon receipt of orders. As a result, product backlog is not
significant.

We subcontract with third party vendors, located in Salem, Oregon and Richmond, BC, Canada, to
manufacture all of our S-PLUS product line updates. We warehouse inventory and process and fulfill domestic
orders internally out of our Seattle office. All international orders are processed and fulfilled by third party
vendors located in the United Kingdom that also provide warehousing and fulfillment services.
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Funded Research

We have a funded research department which receives funding primarily from U.S. federal government
agencies for work performed by our research and development department under cost-sharing arrangements.
These amounts are recognized as the work is performed and are recorded as an offset against our total research
and development costs. Receivables resulting from this activity are included in other receivables on the balance
sheets. During the fiscal years ended December 31, 2001, 2000 and 1999, funded research recognized in
operations was approximately $4,827,000, $4,678,000 and $4,567,000, respectively. '

Product Development

Our product development organization is responsible for software development, product documentation and
quality assurance. The organization’s priorities are to continue technical innovation for power and performance
and to respond to market feedback by continuing to design products for ease-of-use.

Our development team consists of experts in software engineering, quality assurance, mathematics,
statistics, computer science, engineering and documentation. In software engineering, Insightful’s professional
staff has expertise in statistics, computer graphics, compiler design, user interface design and advanced Microsoft
Windows, UNIX and Internet technologies.

During the fiscal years ended December 31, 2001, 2000 and 1999, research and development costs charged
to operations were approximately $7,567,000, $6,988,000, and $6,236,000, respectively. We did not capitalize
any software research and development costs during the year ended December 31, 2001, as we did not incur
significant software research and development costs between technological feasibility and general release.

Competition

Our S-PLUS product suite targets the Statistics market. This market is intensely competitive, fragmented
and mature. We face competition in the Statistics market primarily from large enterprise software vendors and
our potential customers’ information technology departments. These departments may seek to develop data
analysis solutions utilizing R, a free software package that performs operations similar to the S language that
forms the core of S-PLUS. The dominant competitor in our industry is SAS Institute, which holds a greater
percentage of the data analysis market than we do. Other companies with which we compete include, but are not
limited to, SPSS, Inc., StatSoft Inc. and Minitab, Inc. In addition to competition from other statistical software
companies, we also face competition from providers of software for specific statistical applications.

In the Data Mining, Business Analytics, and Information Retrieval markets, we face competition from many
companies, including SAS Institute, SPSS, IBM, NCR, Autonomy, Verity, Inxight, ClearForest, Iphrase, Inktomi
and Ask Jeeves/Jeeves Solutions, many of which are much larger than we are. With the exception of SAS and
SPSS, these competitors do not currently offer the range of analytical capability we offer, and as a result are both
competitors and potential partners for our technology.

Intellectual Property Rights and Licenses

Our software is proprietary and we attempt to protect it with copyrights, patents, trade secret laws and
internal nondisclosure safeguards, as well as restrictions on copying, disclosure and transferability that are
incorporated into our software license agreements. Generally, our products are not physically copy-protected. In
order to retain exclusive ownership rights to all software developed by us, we license all software and provide it
in executable code, with contractual restrictions on copying, disclosure and transferability. As is customary in the
industry, we generally license our products to end-users by use of a ‘shrink-wrap’ license. Certain specialized
products may utilize a written, signed license agreement with the customer. The source code for most of our
products is protected as a trade secret and as unpublished copyrighted work. In addition, we have entered into
nondisclosure and inventions agreements with all of our employees. However, in those areas where we have no
patent protection, judicial enforcement of copyright laws may be uncertain.
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We are a worldwide licensee of the “S” programming language from Lucent Technologies Inc. Under the
license, we have the right to use, sublicense and support the “S” programming language from Lucent
Technologies in exchange for royalties. Any modifications, enhancements, adaptations or derivations of the “S”
programming language are our property. After February 18, 2007, we, at our election, may extend this license for
five-year terms in perpetuity, provided that we continue to comply with our obligations under the license.
Although sudden termination of this license would harm our operations because Lucent Technologies is the sole
licensor of the “S” programming language, we are not presently aware of any circumstances that would prevent
us from fulfilling our obligations under the license.

Due to the rapid pace of technological change in the software industry, we believe that patent, trade secret
and copyright protection are less significant to our competitive position than factors such as the knowledge,
ability and experience of our personnel, new product development, frequent product enhancements, name
recognition, and ongoing reliable product maintenance and support.

Employees

As of December 31, 2001, our continuing operations employed approximately 165 full-time and part-time
employees, of whom 39 reside outside the United States. As necessary, we supplement our employees with
temporary and contract personnel in our continuing operations. As of December 31, 2001, we employed 3
temporary and contract employees, of whom one was located outside the United States. None of our employees is
represented by a labor union or is subject to a collective bargaining agreement. We have never experienced a
work stoppage and believe that our employee relations are good.

Important Factors That May Affect Qur Business, Qur Operating Results and Qur Stock Price

In addition to the other information in this report, you should consider the following cautionary factors
carefully in evaluating us and our business. From time to time we may furnish certain “forward-looking”
information, as that term is defined by (i) the Private Securities Litigation Reform Act of 1995, or the Act, and
(ii) in releases made by the SEC. We are making these cautionary statements pursuant to the provisions of the
Act and with the intention of obtaining the benefits of the “safe harbor” provisions of the Act.

Our operating results fluctuate and could fall below expectations of securities analysts and investors, resulting
in a decrease in our stock price.

Our operating results have varied widely in the past, and we expect that they could continue to fluctuate in
the future. If our operating results for a particular quarter or year fall below the expectations of securities analysts
and investors, it could result in a decrease in our stock price. Some of the factors that could affect the amount and
timing of our revenues and related expenses and cause our operating results to fluctuate include:

o general economic conditions, which may affect our customers’ purchasing decisions;
o our ability to obtain government research contracts;

= our ability to compete in the highly competitive markets;

o rate of market acceptance of our software products and solutions;

° budget and spending decisions by our customers;

o customers’ decisions to defer orders or implementations, particularly large orders or implementations,
from one quarter to the next;

° level of purchases by our existing customers, including additional license and maintenance revenues;

° variability in the mix of our license versus service revenues;




o our reliance on a one product family;

° our ability to expand our sales and support infrastructure;

o the loss of any of our key employees or management team members;

* our ability to develop, introduce and market new products on a timely basis;
° our ability to successfully expand our international operations;

o our ability to maintain our relationships with key partners; and

o the cost and financial accounting effects of any acquisitions of companies or complementary technologies
that we may complete.

As a result of these factors, we cannot predict our revenues with certainty, and future product revenues may
differ from historical patterns. It is particularly difficult to predict the timing or amount of our license revenues
because:

o our sales cycles are lengthy and variable, typically ranging between two and eight months from our initial
contact with a potential customer; :

e for our newest products, we have no history by which to gauge the sales cycles or acceptance rates;

° a substantial portion of our sales are completed at the end of the quarter and, as a result, a substantial
portion of our license revenues are recognized in the last days of a quarter;

e the amount of unfulfilled orders for our products at the beginning of a quarter is typically small; and

° delay of new product releases can result in a customer’s decision to delay execution of a contract or, for
contracts that include the new release as an element of the contract, will result in deferral of revenue
recognition until such release.

Even though our revenues are difficult to predict with certainty, we base our decisions regarding our
operating expenses on anticipated revenue trends. Many of our expenses are relatively fixed, and we cannot
quickly reduce spending if our revenues are lower than expected. As a result, revenue shortfalls could result in
significantly lower income or greater loss than anticipated for any given period, which could result in a decrease
in our stock price.

If potential customers do not continue to purchase the S-PLUS product family, our revenues will fall and we
may incur more losses.

Prior to the sale of our Engineering and Educational Products Division in January of 2001, our product
offerings included those related to the MathCad® line addressing the calculation needs of the technical,
professional and education markets. Since the divestiture we have relied on a one-product family, the S-PLUS
line, for the success of our business, and license revenues from the S-PLUS product and add-on modules
accounted for nearly all of our license revenues in 2001. We expect license revenues from the S-PLUS product
family to continue to account for a substantial amount of our future revenues. As a result, factors adversely
affecting the pricing of or demand for the S-PLUS product family, such as competition or technological change,
could dramatically affect our operating results. If we are unable to successfully deploy current versions of the
S-PLUS product family and to develop, introduce and establish customer acceptance of new and enhanced
versions of the S-PLUS product family, our revenues will fall, leading to more losses.

If we are unable to penetrate new vertical and end-user markets with our current and future products, the
growth of our business will be limited.

We currently serve a relatively small number of customers in a narrow market, and we believe that the
statistics market we currently serve with the S-PLUS product family will grow at a slower rate than it has in the
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past. In order to grow our business at a satisfactory rate, we will need to expand into new end-user markets and
new vertical markets for our statistics software, and we must simultaneously develop and sell new products that
address these and other markets. We will need to invest in the expansion of our statistics product and service
offerings beyond the “statistics guru” segment into the business mainstream, in the expansion of our product and
service offerings into new vertical markets, and in the development of our data mining, business analytics, and
information retrieval products. These simultaneous investments may strain our financial resources and diffuse
management’s time and attention. If any of these initiatives fails, or if we fail to maintain adequate revenues from
our traditional business during the transition to any of these initiatives, our business will not grow and could fail.

If we are unable to compete successfully in the statistics, data mining, business analytics, and information
retrieval markets, our business will fail.

Our S-PLUS product suite targets the statistics market. This market is highly competitive, fragmented and
mature. We face competition in the statistics market primarily from large enterprise software vendors and our
potential customers’ information technology departments. These departments may seek to develop data analysis
solutions that utilize R, a free software package that performs operations similar to the S language that forms the
core of S-PLUS. The dominant competitor in our industry is SAS Institute. Other companies with which we
compete include, but are not limited to, SPSS, Inc., StatSoft Inc. and Minitab, Inc. In addition to competition
from other statistical software companies, we also face competition from providers of software for specific
statistical applications.

In the data mining, business analytics, and information retrieval markets, we face competition from many
companies, including SAS Institute, SPSS, IBM, NCR, Autonomy, Verity, Inxight, ClearForest, Iphrase, Inktomi
and Ask Jeeves / Jeeves Solutions, many of which are much larger than we are. With the exception of SAS and
SPSS, these competitors do not currently offer the range of analytical capability that we offer, and as a result are
both competitors and potential partners for our technology.

In addition, as we develop other new products, or attempt to expand our sales into new vertical and end-user
markets, we may begin competing with companies with whom we have not previously competed. It is also
possible that new competitors will enter the market. An increase in competitive pressures in our market or our
failure to compete effectively may result in pricing reductions, reduced gross margins and loss of market share.
Many of our competitors have longer operating histories, greater name recognition, larger customer bases and
significantly greater financial, technical, marketing and other resources than we do. We could also experience
competition from companies in other sectors of the broader market for business intelligence software, like
providers of OLAP (On-Line Analytical Processing), Business Intelligence and analytical application software,
as well as from companies in other sectors.

Many potential customers are not yet aware of the benefits of data mining, business analytics, and information
retrieval solutions, and our products may not achieve market acceptance.

The markets for data mining, business analytics, and information retrieval solutions are still emerging and
continued growth in demand for and acceptance of these solutions remains uncertain. Even if these markets
grow, businesses may purchase our competitors’ solutions or develop their own. We intend to spend considerable
resources educating potential customers not only about our solutions but also about the value of such systems in
general. Even with these educational efforts, however, market acceptance of our solutions may not increase. If
our products do not achieve market acceptance, our results will suffer.

Our business is sensitive to the risks associated with government funding decisions.

We regularly apply for and are granted research contracts from a variety of government agencies and
funding programs. Over the last three fiscal years, these contracts have generated an average of $4.7 million per
year in offsets to our research and development expenses. We may not receive new funded research contracts or
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any renewals of government-funded projects currently in process. The personnel and other costs associated with
these programs are relatively fixed in the short run, and a sudden cancellation or non-renewal of a major funding
program or multiple smaller programs would be harmful to our quarterly results. A substantial portion of the
research grant money we receive is granted to us based on our status as a small business, the definition of which
varies depending on the individual contract terms. If and when the number of our employees or the amount of our
revenues grow beyond the limits prescribed in any of these contracts, we will no longer be eligible for such
research contracts and we will have to incur certain research and development expenses without the benefit of
offsets.

Furthermore, a significant portion of our license revenues come from foreign and domestic government
entities, as well as institutions, healthcare organizations and private businesses that contract with or are funded by
government entities. Government appropriations processes are often slow and unpredictable and may be affected
by factors outside of our control. In addition, proposals are currently being made in various countries, including
the United States, to reduce government spending. Reductions in government expenditures and termination or
renegotiation of government-funded programs or contracts will seriously affect our revenue and operating results.

We may be unable to expand our sales organization, which could harm our ability fo expand our business.

To date, we have sold our desktop products primarily through our telesales department while we have relied
on our field sales force to sell our server-based solutions and place orders for multiple desktop licenses. We
believe our future revenue growth will depend in large part on recruiting, training and retaining direct sales
personnel, including those whose experience and qualifications differ from those of our current sales force. Our
growth will further depend on expanding our indirect distribution channels. These indirect channels include value
added resellers, or VARs, distributors, original equipment manufacturer (“OEM”) partners, system integrators
and consultants. We have experienced and continue to experience difficulty in recruiting qualified direct sales
personnel and in establishing third-party relationships with VARs, distributors, CEM partners and systems
integrators and consultants. Our efforts to restructure or expand our sales force may not prove successful and our
ability to retain top sales personnel may be affected, which could reduce our sales or limit our sales growth. Even
if we successfully expand our sales force and other distribution channels, the expansion may not result in
expected revenue growth.

If we are unable to develop and maintain effective long-term relationships with our key partners, or if our key
partners fail to perform, our ability to sell our solution will be limited.

We rely on our existing relationships with a number of key partners, including management consulting
firms, system integrators, VARSs, distributors and third-party technology vendors, that are important to worldwide
sales and marketing of our solutions. We expect an increasing percentage of our revenues to be derived from
sales that arise out of our relationships with these key partners. In addition, to be successful and to more
effectively sell our products to larger customers, we must develop successful new relationships with other key
partners. These key partners often provide enterprise software, consulting, implementation and customer support
services, and endorse our solution during the competitive evaluation stage of the sales cycle. Although we seek to
maintain relationships with our key partners, and to develop relationships with new partners, many of these
existing and potential key partners have similar, and often more established, relationships with our competitors.
These existing and potential partners, many of which have significantly greater resources than we have, may in
the future market software products that compete with our solution or reduce or discontinue their relationships
with us or their support of our solution.

QOur sales cycle is variable, and sales delays could cause our operating results to fluctuate, which could cause
a decline in our stock price.

An enterprise’s decision to purchase statistics, data mining, business analytics, and information retrieval
software and services is discretionary, involves a significant commitment of its resources and is influenced by its
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budget cycles. Our sales cycles are long and variable, typically ranging between two and eight months from our
initial contact with a potential customer to the issuance of a purchase order or signing of a license or services
agreement, although the amount of time varies substantially from customer to customer and occasionally sales
require substantially more time. When economic conditions weaken, sales cycles for software products and
related services tend to lengthen, and as a result, we experienced longer sales cycles in 2001, and we expect to
continue to experience longer sales cycles in 2002. Sales delays could cause our operating results to fall below
the expectations of securities analysts or investors, which could result in a decrease in our stock price.

If we do not expand our international operations and successfully overcome the risks inherent in international
business activities, the growth of our business will be limited.

To be successful, we must continue to expand our international operations and enter new international
markets. This expansion may be delayed as a result of operating expense reduction measures and general
economic conditions. If we do expand internationally, it will require significant management attention and
financial resources to successfully translate and localize our software products to various languages and to
develop direct and indirect international sales and support channels. Even if we successfully translate our
software and develop new channels, we may not be able to maintain or increase international market demand for
our solutions. We, or our VARSs or distributors, may be unable to sustain or increase international revenues from
licenses or from consulting and customer support. In addition, our international sales are subject to the risks
inherent in international business activities, including

o costs of customizing products for foreign countries;

> export and import restrictions, tariffs and other trade barriers;

o the need to comply with multiple, conflicting and changing laws and regulations;

o reduced protection of intellectual property rights and increased liability exposure; and

o regional economic, cultural and political conditions, including the direct and indirect effects of terrorist
activity and armed conflict in countries in which we do business.

Our foreign subsidiaries operate primarily in local currencies, and their results are translated into U.S.
dollars. We do not currently engage in currency hedging activities, but we may do so in the future. Changes in
the value of the U.S. dollar relative to foreign currencies have not materially affected our operating results in the
past. Our operating results could, however, be materially harmed if we enter into license or service agreements
providing for significant amounts of foreign currencies with extended payment terms or extended
implementation timeframes if the values of those currencies fall in relation to the U.S. dollar over the payment
period of the agreement.

Delivery of our solution may be delayed if we cannot continue to license third-party technology that is
important to the functionality of our solution.

We incorporate into our products software that is licensed to us by third-party software developers,
including Lucent Technologies, from whom we license the S programming language that forms the core of our S-
PLUS product. Under the license, we have the worldwide, exclusive right, through February 2007, to use,
sublicense and support the “S” language in exchange for royalties. Any modifications, enhancements, adaptations
or derivations of the language are our property. After February 18, 2007, we, at our election, may extend this
license for five-year terms in perpetuity, provided that we continue to comply with our obligations under the
license. Although sudden termination of this license would harm our operations because Lucent Technologies is
the sole licensor of the “S” programming language, we are not presently aware of any circumstances that would
prevent us from fulfilling our obligations under the license.

In addition, numerous individual and institutional licensors have contributed software code to S-PLUS in
exchange for little or no consideration. The third-party software currently offered in conjunction with our
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solution may become obsolete or incompatible with future versions of our products. Further, some third parties
may choose to revise or revoke their licensing terms with us. A significant interruption in the supply of this
technology could delay our sales until we can find, license and integrate equivalent technology. This could take a
significant amount of time, perhaps several months, which would cause our operating results to fall below the
expectations of securities analysts or investors and result in a decrease in our stock price

Integration of recent or future acquisitions may be difficult and disruptive.

We have completed several acquisitions of businesses with complementary technologies or service
offerings, including our recent acquisitions of Predict AG and Waratah Corporation. In the future, we may
acquire additional complementary companies or technologies. Managing these acquisitions has entailed, and may
in the future entail, numerous operational and financial risks and strains, including

o dilution of stockholders’ equity;

o difficulty and cost in combining the operations and personnel of acquired businesses with our operations
and personnel,

o disruption of our ongoing business and diversion of management’s time and attention to integrating or
completing the development or commercialization of any acquired technologies;

o impairment of relationships with key customers of acquired businesses due to changes in management
and ownership of the acquired businesses; and

o inability to retain key employees of any acquired businesses.

If we do not successfully integrate any technologies, products, personnel or operations of companies that we
have acquired or that we may acquire in the future, our business will be harmed.

We have incurred losses in recent periods, and may continue to do so, which could cause a decrease in our
stock price.

If we do not return to profitability in future quarters, our stock price could decrease. We incurred net losses
in the fourth quarter of 2001. As of December 31, 2001, we had an accurulated deficit of $26 million. In the
near-term, we believe our revenues will increase to a level that is closer to our expected costs and operating
expenses, allowing us to continue to invest in accordance with our strategic priorities. We may not, however,
realize the anticipated revenue increases from our new product and positioning initiatives in future periods. In
addition, we may be unable to achieve cost savings without adversely affecting our business and operating
results. We may continue to experience losses and negative cash flows in the near term, even if sales of our
products and services comntinue to grow.

We believe that we may need to significantly increase our sales and marketing, product development and
professional services efforts to expand our market position and further increase acceptance of our products. We
may not be able to increase our revenues sufficiently to keep pace with these growing expenditures, if at all, and,
as a result, may be unable to achieve or maintain profitability in the future.

Fluctuations in service revenues could decrease our total revenues or decrease our gross margins, which
could cause a decrease in our stock price.

During 2001, our service revenues represented a higher percentage of our total revenues than in past
periods, which negatively impacted our profitability. To the extent that this trend continues, our profitability will
continue to suffer. Consulting and training (service) revenues represented 27% of our total revenues in 2000 and
32% in 2001. We anticipate that service revenues will continue to represent a significant percentage of total
revenues. Because service revenues have lower gross margins than license revenues, a continued increase in the
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percentage of total revenues represented by service revenues or any decrease in license revenues could have a
detrimental effect on our overall gross margins and thus on our operating results.

We have a limited operating history under our new business model, no operating history with our new
products, and are subject to the risks of new enterprises.

In connection with our divestiture of our Engineering and Educational Products Division in 2001 we
changed our name, headquarters location, jurisdiction of incorporation, and more significantly, our management
team and business model. Cur new business model calls for significant contributions from our data mining,
business analytics, and information retrieval products, none of which was released as of December 31, 2001. Our
limited operating history in these markets makes it difficult to predict how our business will develop.
Accordingly, we face all of the risks and uncertainties encountered by early-stage companies, such as:

> 1o history of sustained profitability under our new business model;

° uncertain growth in the market for, and uncertain market acceptance of, our new solutions;

° the nascent and evolving nature of the data mining, business analytics, and Information retrieval markets;
° reliance on new and unproven products to maintain our revenue projections;

= the risk that competition, technological change or evolving customer preferences could harm sales of our
products or services.

Our workforce reduction and financial performance may place additional strain on our resources and may
harm the morale and performance of our personnel and our ability to hire new personnel.

In connection with our effort to streamline our operations, reduce costs and bring our staffing and structure
in line with our revenue base, we restructured our organization with reductions in our workforce by
approximately 25 employees in November 2001. There have been and may continue to be substantial costs
associated with the workforce reduction related to severance and other employee-related costs, and our
restructuring plan may yield unanticipated consequences, such as attrition beyond our planned reduction in
workforce. In addition, many of the employees who were terminated possessed specific knowledge or expertise,
and that knowledge or expertise may prove to have been important to our operations. In that case, their absence
may create significant difficulties. Further, the reduction in workforce may reduce employee morale and may
create concern among potential and existing employees about job security at Insightful, which may lead to
difficulty in hiring and increased turnover in our current workforce. In addition, this headcount reduction may
subject us to the risk of litigation, which could result in substantial costs to us and could divert management’s
time and attention away from business operations. Any further workforce reductions may significantly strain our
operational and financial resources and may result in increasing responsibilities for each of our management
personnel. As a result, our ability to respond to unexpected challenges may be impaired, and we may be unable to
take advantage of new opportunities.

We may be unable to obtain the funding necessary to support the expansion of our business.

Our future revenues may be insufficient to support the expenses of our operations and the expansion of our
business. We may therefore need additional equity or debt capital to finance our operations. If we are unable to
generate sufficient cash flow from operations or to obtain funds through additional financing, we may have to
reduce some or all of our development and sales and marketing efforts and limit the expansion of our business.

We believe that our existing cash and cash equivalents, investments and available bank borrowings will be
sufficient to meet our capital requirements for at least the next twelve months. However, if during that time
market conditions worsen, or if other unforeseen events such as those of September 11, 2001 should occur, we
may need additional funds through public or private equity financing or from other sources in order to fund our
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operations and pursue our growth strategy. We have no commitment for additional financing, and we may
experience difficulty in obtaining funding on favorable terms, if at all. Any financing we obtain may contain
covenants that restrict our freedom to operate our business or may require us to issue securities that have rights,
preferences or privileges senior to our common stock and may dilute your ownership interest in Insightful.

Economic conditions could adversely affect our revenue growth and ability to forecast revenue.

Our revenue growth and potential for profitability depend on the overall demand for statistics, data mining,
business analytics, and information retrieval software and services. Because our sales are primarily to corporate
customers, our business also depends on general economic and business conditions. A softening of demand for
computer software caused by the weakened economy, both domestic and international, has affected our sales and
may continue to result in decreased revenues and growth rates. As a result of the economic downturn, we have
also experienced and may continue to experience difficulties in collecting outstanding receivables from our
customers. In addition, recent terrorist attacks on the United States, and the armed conflict that has followed,
have added or exacerbated economic, political and other uncertainties, which could adversely affect our sales and
thus our revenue growth.

Privacy and security concerns may limit the effectiveness of and reduce the demand for our solution.

The effectiveness of our solution relies on the storage and use of data collected from various sources,
including personal information. The collection and use of such data by our customers for customer profiling may
raise privacy and security concerns. Our customers generally have implemented security measures to protect
customer data from disclosure or interception by third parties. However, the security measures may not be
effective against all potential security threats. If a well-publicized breach of customer data security were to occur,
our solution may be perceived as less desirable, which could limit our revenue growth.

In addition, due to privacy concerns, some Internet commentators, consumer advocates and governmental or
legislative bodies have suggested legislation to limit the use of customer profiling technologies. The European
Union and some FEuropean countries have already adopted some restrictions on the use of customer profiling
data. If major countries or regions adopt legislation or other restrictions on the use of customer profiling data, our
solution would be less useful to customers, and our sales could decrease.

Sales of our common stock available for future use could depress our stock price.

In addition to the shares of common stock which are outstanding, as of December 31, 2001, there were
outstanding stock options held by directors and employees to purchase approximately 2,727,920 additional shares
of common stock, with an average exercise price of $2.47 per share, including 1,399,195 vested options with an
average exercise price of $2.57 per share. We have also established a stock purchase plan that permits employees
to biannually acquire shares of our common stock at a significant discount.

We cannot predict what effect, if any, that future sales, or the availability of shares of our common stock for
future sales, will have on the market price prevailing from time to time. Sales of substantial amounts of common
stock by us or by stockholders who hold “restricted securities,” or the perception that these sales may occur,
could cause our stock price to drop.

If we do not retain our key employees or management team, and integrate our new senior management
personnel, our ability to execute our business strategy will be limited.

Our future performance will depend largely on the efforts and abilities of our key technical, sales, customer
support and managerial personnel and on our ability to attract and retain them. In addition, our ability to execute
our business strategy will depend on our ability to recruit additional experienced management personnel and to
retain our existing executive officers. The competition for qualified personnel in the computer software and
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technology markets is particularly intense. We have in the past experienced difficulty in hiring qualified
technical, sales, customer support and managerial personnel, and we may be unable to attract and retain such
personnel in the future. In addition, due to the intense competition for qualified employees, we may be required
to increase the level of compensation paid to existing and new employees, which could materially increase our
operating expenses. OQur key employees are not obligated to continue their employment with us and could leave
at any time.

Rapid changes in technology could render our products obsolete or unmarketable, and we may be unable to
introduce new products and services successfully and in a timely manner.

The business software market is characterized by rapid change due to changing customer needs, rapid
technological developments and advances introduced by competitors. Existing products can become obsolete and
unmarketable when products using new technologies are introduced and new industry standards emerge. New
technologies, including the rapid growth of the Internet, could change the way software is sold or delivered. We
may also need to modify our products when third parties change software that we integrate into our products. As
a result, the life cycles of our products are difficult to estimate.

To be successful, we must continue to enhance our current product line and develop new products that
successfully respond to changing customer needs, technological developments and competitive product offerings.
We may not be able to successfully develop or license the applications necessary to respond to these changes, or
to integrate new applications with our existing products. We may not be able to introduce enhancements or new
products successfully or in a timely manner in the future. If we delay release of our products and product
enhancements, or if they fail to achieve market acceptance when released, it could harm our reputation and our
ability to attract and retain customers, and our revenues may decline. In addition, customers may defer or forego
purchases of our products if we, our competitors or major hardware, systems or software vendors introduce or
announce new products or product enhancements.

We may be unable to adequately protect our proprietary rights, which may limit our ability to compete
effectively.

Our success depends in part on our ability to protect our proprietary rights. To protect our proprietary rights,
we rely primarily on a combination of patent, copyright, trade secret and trademark laws, confidentiality
agreements with employees and third parties, and protective contractual provisions such as those contained in
license agreements with consultants, vendors and customers, althpugh we have not signed these agreements in
every case. Despite our efforts to protect our proprietary rights, unauthorized parties may copy aspects of our
products and obtain and use information that we regard as proprietary. Generally, our products are not physically
copy-protected. In order to retain exclusive ownership rights to all software developed by Insightful, we license
all software and provide it in executable code only, with contractual restrictions on copying, disclosure and
transferability. As is customary in the industry, we generally license our products to end-users by use of a
‘shrink-wrap’ license. Certain specialized products may utilize a written, signed license agreement with the
customer. The source code for most of our products is protected as a trade secret and as unpublished copyrighted
work. Other parties may breach confidentiality agreements and other protective contracts we have entered into,
and we may not become aware of, or have adequate remedies in the event of, a breach. We face additional risk
when conducting business in countries that have poorly developed or inadequately enforced intellectual property
laws. While we are unable to determine the extent to which piracy of our software products exists, we expect
piracy to be a continuing concern, particularly in international markets and as a result of the growing use of the
Internet. In any event, competitors may independently develop similar or superior technologies or duplicate the
technologies we have developed, which could substantially limit the value of our intellectual property.
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Intellectual property claims and litigation could subject us to significant liability for damages and result in
invalidation of our proprietary rights.

In the future, we may have to resort to litigation to protect our intellectual property rights, to protect our
trade secrets or to determine the validity and scope of the proprietary rights of others. Any litigation, regardless
of its success, would probably be costly and require significant time and attention of our key management and
technical personnel. Although we have not been sued for intellectual property infringement, we may face
infringement claims from third parties in the future. The software industry has seen frequent litigation over
intellectual property rights, and we expect that participants in the industry will be increasingly subject to
infringement claims as the number of products, services and competitors grows and the functionality of products
and services overlaps. Infringement litigation could also force us to

o stop or delay selling, incorporating or using products that incorporate the challenged intellectual property;
o pay damages;
= enter into licensing or royalty agreements, which may be unavailable on acceptable terms; or

o redesign products or services that incorporate infringing technology, which we might not be able to do at
an acceptable price, in a timely fashion or at all.

Our products may suffer from defects or errors, which could result in loss of revenues, delayed or limited
market acceptance of our products, increased costs and reputational damage.

Software products as complex as ours frequently contain errors or defects, especially when first introduced
or when new versions are released. Our customers are particularly sensitive to such defects and errors because of
the importance of accuracy in software used in analyzing data. We have had to delay commercial release of past
versions of our products until software problems were corrected, and in some cases have provided product
updates to correct errors in released products. Our new products or releases may not be free from errors after
commercial shipments have begun. Any errors that are discovered after commercial release could result in loss of
revenues or delay in market acceptance, diversion of development resources, damage to our reputation, increased
service and warranty costs or claims against us.

In addition, the operation of our products could be compromised as a result of errors in the third-party
software we incorporate into our software. It may be difficult for us to correct errors in third-party software
because that software is not in our control.

The concentrated ownership of our common stock could delay or prevent a change of control, which could
cause a decline in the market price of our common stock.

As of December 31, 2001, our current officers, directors and affiliated entities together beneficially owned
3,502,348 shares of our common stock (excluding stock options) or approximately 31% of the total shares
outstanding. Taken together, this group also held stock options representing 750,625 shares that will be vested
and exercisable on or before May 3, 2002. As a result, these stockholders may, as a practical matter, be able to
exert significant influence over all matters requiring stockholder approval, including the election of directors and
approval of significant corporate transactions such as acquisitions, and to block unsolicited tender offers. This
concentration of ownership may delay, deter or prevent a third party from acquiring control over us at a premium
over the then current market price of our common stock, which could result in a decrease in our stock price.

Qur stock price may be volatile.

The price of our common stock has been volatile, particularly in the last two years. In the past year our
common stock reached a high of $4.44 per share on August 20, 2001 and traded as low as $1.25 per share on
April 4, 2001. As a result of fluctuations in the price of our common stock, you may be unable to sell your shares
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at or above the price you paid for it. The trading price of our common stock could be subject to fluctuations for a
number of reasons, including

° future announcements concerning us or our competitors;

o actual or anticipated quarterly variations in operating results;

° changes in analysts’ earnings projections or recommendations;

o announcements of technological innovations;

o the introduction of new products;

o changes in product pricing policies by us or our competitors;

° loss of key personnel;

o proprietary rights litigation or other litigation; or

o changes in accounting standards that adversely affect our revenues and earnings.

In addition, stock prices for many technology companies fluctuate widely for reasons that may be unrelated
to operating results of these companies. These fluctuations, as well as general economic, market and political
conditions, such as national or international currency and stock market volatility, recessions or military conflicts,
may materially and adversely affect the market price of our common stock, regardless of our operating
performance and may expose us to class action securities litigation which, even if unsuccessful, would be costly
to defend and distracting to management. In the past, following periods of volatility in the market price of a
company’s securities, securities class action litigation has often been instituted against these companies.

Litigation brought against us could result in substantial costs and a diversion of management’s attention and
resources, which could have a material adverse effect on our business, financial condition and operating results.

ITEM 2. PROPERTIES.
We lease 26,804 square feet of office space at 1700 Westlake Avenue North, Seattle, Washington. This
lease expires in September 2004. We also receive warehousing services from a third party vendor.

Outside the United States, we lease 2,931 square feet of office space in the United Kingdom. The term of
the lease for this office space was renewed in March 2000 and is scheduled to expire in March 2005. We lease
3,498 square feet of office space in Switzerland. This lease expires in December 2004. We also lease
1,292 square feet of office space in France. This lease expires in September 2010.

We believe that our facilities are adequate for our current needs. We do not consider the specific location of
our offices to be material to its business.

ITEM 3. LEGAL PROCEEDINGS.

We are not currently a party in any legal proceeding.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY-HOLDERS.

No matters were submitted for a vote of our stockholders during the fourth quarter of the year ended
December 31, 2001.
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PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS.

Our Common Stock (Nasdaq: IFUL) is quoted on the Nasdaq SmallCap Market. The following table
presents quarterly information on the price range of the common stock. This information indicates the high and
low bid prices for the common stock as reported by the Nasdaq SmallCap Market for the periods indicated. These
prices do not include retail markups, markdowns or commissions.

High Low

Fiscal Year Ended December 31, 2000:

First QUarter ... ..ttt $8.719 $4.000
Second QUarter .. ... i e 5.063  2.000
Third QUarter . ... ..o i e 2906 1.750
Fourth Quarter . ... ... . i e e 2250  1.250
Fiscal Year Ended December 31, 2001:

First QUArter ... .. ... oovi i 2813 1313
Second QUarer ... . e 3250 1.250
Third QUarter . . ... ..ot e 4440 1.980
FourthQuarter ........... oo i e e 3.080 2.060

As of March 4, 2002, the number of stockholders of record of Common Stock was 192.

We have never paid any cash dividends on our Common Stock and do not anticipate paying any cash
dividends in the foreseeable future. We currently intend to retain any future earnings to fund the development
and growth of our business.
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ITEM 6. SELECTED FINANCIAL DATA.

The selected financial data set forth below was derived from our audited financial statements, except for the
twelve months ended December 31, 1997 which has been presented for comparison purposes only. You should
read this information in conjunction with the financial statements and notes in this filing as well as the section of
this report entitled “Management’s Discussion and Analysis of Financial Condition and Results of Operation”.
We closed our Internet division in September 2000 and sold our EEPD division in the first quarter of 2001. All

selected data reflects the discontinuance of both of those operations.

Year ended December 31, Yeﬂ%ﬁhe a
1997 Transition  June 30,
2001 2000 1999 1998 (unaudited) Period (1) 1997
( thousands, except per share data)
Total TeVenues . ... oove ... $17.426 $15246 $12,212 $ 8,843 $7277 $4248 $ 5,828
Grossprofit ...................... 11,242 10,739 8,935 6,462 5,083 2,979 4,022
Net income (loss) from continuing
Operations ..................... (698) 1,307 875 (591) (2,827) (750) (3,390)
Netincome (loss) ................. 2,414 (6,000) 1,453 2,220 (2,129) 1,105 (4,300)
Basic net income (loss) per
share—continuing operations (2) . .. (0.06) 0.12 0.09 (0.06) (0.31) (0.08) (0.38)
Diluted net income (loss) per
share—continuing operations (2) ... (0.06) 0.12 0.08 (0.06) (0.31) (0.08) (0.38)
Basic net income (loss) per share (2) .. 0.22 (0.57) 0.15 0.24 (0.24) 0.12 0.49)
Diluted net income (loss) per share (2) . 0.22 (0.54) 0.14 0.24 (0.24) 0.12 (0.49)
Totalassets ................cc. ... 15,695 10,506 13,911 10,561 7,361 7,361 8,786
Long-term obligations, less current
portion . ..., — 39 90 86 32 32 79
Stockholders equity ................ 7,437 3,875 8,634 6,051 3,495 3,495 2,168
(1) The Company changed its fiscal year end from June 30 to December 31 in 1997. The Transition Period

represents the six month period from July 1, 1997 through December 31, 1997.
@

basic and diluted net income (loss) per share.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

The following discussion and analysis should be read in conjunction with our “Selected Financial Data”
section, our Consolidated Financial Statements and the information described in the “Important Factors That
May Affect Our Business, Qur Operating Results and Our Stock Price” section included elsewhere in this report.

Description of the Company

Insightful Corporation provides enterprises with scalable data analysis solutions that drive faster, more
profitable decisions by revealing patterns, trends and relationships. We are a supplier of software and services for
statistics, data mining, business analytics and information retrieval which expedite accurate decision-making and
improve business performance.

Our products, including S-PLUS®, StatServer® and S-PLUS Analytic Server™, play a key role in data
warehousing and business intelligence initiatives by delivering analytical tools and graphical reports that convert
data into insight. We also provides consulting, application development outsourcing, data integration and training
focused on data analysis and predictive modeling. We have been delivering data analysis solutions for over a
decade to thousands of companies in financial services, pharmaceuticals, biotechnology, telecommunications and
manufacturing, plus many government and research institutions.

Headquartered in Seattle, we have offices in New York City, North Carolina, France, Germany,
Switzerland, and the United Kingdom.

History of Operations

Insightful (formally known as Mathsoft) was originally incorporated in Massachusetts in October 1984
under the name Engineering Specific Products Corp. and changed its name to MathSoft, Inc. in January 1986.

As of December 31, 1999 we operated three divisions consisting of our Data Analysis Products Division
(DAPD), Engineering and Education Products Division (EEPD), and FreeScholarships.com (FSC). In September
2000, we discontinued operations of our internet business, FSC. In October 2000, we signed a letter of intent to
sell the operations of our technical calculation software business, EEPD, to a third party. Consistent with this
letter of intent, we sold the EEPD division on January 23, 2001. Following the closing of our internet business
FSC in September 2000 and the sale of our EEPD in January 2001, we relocated our headquarters from Boston,
Massachusetts, to Seattle, Washington, where DAPD is located. This business was acquired by Mathsoft in June
1993 through the acquisition of substantially all the assets of Statistical Sciences, Inc.

In June of 2001, the stockholders voted to change our company name to Insightful Corporation from
MathSoft, Inc. and to change the jurisdiction of incorporation of the Company from Massachusetts to Delaware.

Critical Accounting Policies and Estimates

Our discussion and analysis of its financial condition and results of operations are based upon our
consolidated financial statements, which have been prepared in accordance with accounting principles generally
accepted in the United States. The preparation of these financial statements requires us to make estimates and
judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and related disclosure of
contingent assets and liabilities. On an on-going basis, we evaluate our critical accounting policies and estimates,
including those related to revenue recognition, bad debts, intangible assets, restructuring, and contingencies and
litigation. We base our estimates on historical experience and on various other assumptions that we believe to be
reasonable under the circumstances, the results of which form the basis for making judgments about the carrying
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values of assets and liabilities that are not readily apparent from other sources. Actual results may differ from
these estimates under different assumptions or conditions. We beliecve the following critical accounting policies
affect the more significant judgments and estimates used in the preparation of our consolidated financial
statements.

Revenue Recognition

Revenue recognition rules for software companies are very complex. We follow very specific and detailed
guidelines in measuring revenue; however, certain judgments affect the application of our revenue policy.
Revenue results are difficult to predict, and any shortfall in revenue or delay in recognizing revenue could cause
our operating results to vary significantly from quarter to quarter and could result in future operating losses.

We record revenue in accordance with Statement of Position (SOP) No. 97-2, Software Revenue
Recognition, as amended by SOP 98-9 and related interpretations including Technical Practice Aids. License
revenue consists principally of revenue earned under fixed-term and perpetual software license agreements and is
generally recognized upon shipment of the software, collection of the resulting receivable is probable, the fee is
fixed or determinable, and vendor-specific objective evidence exists for all undelivered elements. Revenues
under such arrangements, which may include several different software products and services sold together, are
allocated based on the residual method in accordance with SOP 98-9, Software Revenue Recognition, with
Respect to Certain Transactions. Under the residual method, the fair value of the undelivered elements is
deferred and subsequently recognized when earned. We have established vendor specific objective evidence for
professional services, training and maintenance and support services. Vendor-specific objective evidence is based
on the price charged when an element is sold separately or, in case of an element not yet sold separately, the
price established by authorized management, if it is probable that the price, once established, will not change
before market introduction. Standard terms for license agreements call for payment within 30 days. Probability of
collection is based upon the assessment of the customer’s financial condition through the review of their current
financial statements or credit reports. For existing customers, prior payment history is also used to evaluate
probability of collection. We provide for estimated returns at the time of sale.

We offer maintenance contracts and training on certain of its products. Maintenance revenue is recognized
ratably over the term of the related contracts generally for one year or less. Consulting revenues are primarily
related to implementation services performed on a time-and-materials basis under separate service arrangements.
Revenues from consulting and training services are recognized as services are performed. Standard terms for
renewal of customer support contracts, consulting services and training call for payment within 30 days.

Fees from licenses sold together with consulting are generally recognized upon shipment of the software,
provided that the above criteria are met, payment of the license fees are not dependent upon the performance of
the services, and the consulting services are not essential to the functionality of the licensed software. If the
services are essential to the functionality of the software, or payment of the license fees are dependent upon the
performance of the services, both the software license and consulting fees are recognized under the percentage of
completion method of contract accounting. All sales made through indirect channels including value added
resellers, or VARs, and distributors are accounted for using the sell through method.

If the fee is not fixed or determinable, revenue is recognized as payments become due from the customer. If
an acceptance period is required, revenues are recognized upon the earlier of customer acceptance or the
expiration of the acceptance period.

Amounts received in advance for maintenance agreements are recorded as deferred revenue on the balance
sheets.

Bad Debts

We are required to estimate the collectibility of our trade receivables. A considerable amount of judgment is
required when we assess the ultimate realization of receivables including assessing the aging of the amounts and
reviewing the current credit-worthiness of each customer.
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Impairment of Intangible Assets

We periodically evaluate acquired businesses for potential impairment indicators. Cur judgments regarding
the existence of impairment indicators are based on legal factors, market conditions and operational performance
of our acquired businesses. Future events could cause us to conclude that impairment indicators exist and that
goodwill and other intangible assets associated with our acquired businesses are impaired. Beginning in 2002, the
methodology for assessing potential impairments of intangibles will change based on new accounting rules
issued by the FASB and related practice implementation guidance. Any resulting impairment loss could have a
material adverse impact on our financial condition and results of operations.

Deferred Taxes

We record a valuation allowance to reduce our deferred tax assets to the amount that is more likely than not
to be realized. While Insightful has considered future taxable income and ongoing prudent and feasible tax
planning strategies in assessing the need for the valuation allowance, in the event the Company were to
determine that it would be able to realize its deferred tax assets in the future in excess of its net recorded amount,
an adjustment to the deferred tax asset would increase income in the period such determination was made.
Likewise, should the Company determine that it would not be able to realize all or part of its net deferred tax
asset in the future, an adjustment to the deferred tax asset would be charged to income in the period such
determination was made.

Discontinued Operations

On June 1, 1999, we incorporated FreeScholarships.com, Inc. (FSC) as a wholly owned subsidiary. FSC
began web-based operations in February 2000, was originated as an Internet company which provided
information and assistance to a broad consumer market focused on funding the costs of education. During the
third quarter of 2000, we discontinued the operations of FSC. In connection with this discontinuation, we
recorded a $1.9 million charge for various costs related to closing this operation. This charge is included in the
discontinued operating loss for 2000. During the fourth quarter of 2000, $850,000 of this charge was reversed as

a result of certain favorable negotiations in winding-up its operations.

In October 2000, we signed a letter of intent to sell the operations of our Engineering and Education
Products Division (EEPD). Consistent with this letter of intent, the assets of EEPD were transferred to a newly
created wholly owned subsidiary then sold to a third party for cash proceeds of $7,000,000 on January 23, 2001.
As a result of this transaction, we have recorded the operations of EEPD as discontinued operations, which is
reflected in the accompanying consolidated financial statements. The net gain of $3,849,000 on the sale of EEPD
is presented in the accompanying consolidated statements of operations as a gain on disposal of discontinued
operations for the year ended, 2001.

Components of the net gain reflected for the year ended December 31, 2001, are included in the table below.
Other accrued liabilities include approximately $360,000 related to a contingency resulting from the disposition.
The contingency is expected to be resolved no later than December 31, 2002.

Cash Proceeds $ 7,000,000
Net Assets Transferred (1,001,667)
Employee severance and termination benefits (853,000)
Transaction Costs (571,562)
Other accrued liabilities (584,861)

(140,000)

$ 3,848,910




Components of income (loss) from discontinued operations are as follows:

Years Ended December 31,
2001 2000 1999
REVENUES .o\ttt iie i $ 74,000 $ 16,276,000 $ 16,391,000
Costs and expenses ... ........c.oovuoeennn., (811,000) (23,582,000) (15,813,000)
Income (loss) from discontinued
Operations ........................ $(737,000) $ (7,306,000) $ 578,000

Acquisitions

On September 25, 2001, Insightful Corporation completed the acquisition of Predict AG (Predict). The
transaction was accounted for using the purchase method of accounting. This acquisition provides Insightful with
a European professional services headquarters consisting of a multi-lingual team of business and technical
experts in analytic CRM, business intelligence, data mining, data warehousing, predictive modeling, and
statistical analysis. The aggregate consideration paid was $2,214,106 consisting of $1,446,228 cash, common
stock valued at $691,714 and direct transaction costs of $56,164. The value of the 300,000 common shares issued
was determined based on the average market price of Insightful’s common shares over a three-day period before
and after the date of acquisition. We recorded intangible assets for the value allocated to non-compete
agreements and customer relationships totaling $215,000, which are being amortized on a straight-line basis over
a two-year period, representing the expected life of the intangible assets that we acquired. We recorded $427,000
for the value allocated to deferred stock-based compensation in connection with restrictions on 185,010 shares of
common stock otherwise issuable as part of the acquisition, which is being amortized over a three-year vesting
period using a graded vesting approach. The difference between the purchase price and the fair value of the assets
acquired in the amount of $1,374,460 is recorded as goodwill.

On July 11, 2001, Insightful completed the acquisition of a data analysis consulting business from
Waratah Corporation. This acquisition provides Insightful with expanded resources and expertise in the
pharmaceutical and healthcare markets, while establishing an East Coast consulting office. The aggregate
purchase price of $303,471 consisted of $150,000 cash, common stock valued at $99,101, a common stock
warrant valued at $41,000 and direct transaction costs of $13,370. The value of the 34,530 common shares issued
was determined based on the average market price of Insightful’s common shares over a three-day period before
and after the date of acquisition. The warrant (to purchase 20,000 shares of common stock, at an exercise price of
$2.90, and expiring on July 13, 2006) was valued using the Black-Scholes model. We recorded an intangible
asset for the value allocated to non-compete agreements of $44,000, which are being amortized on a straight-line
basis over a two-year period, representing the expected life of the non-compete agreements that we acquired. The
difference between the purchase price and the fair value of the assets acquired in the amount of $239,691 is
recorded as goodwill.

On July 31, 2001, Insightful completed the formation of a French subsidiary and acquired the data analysis
operations of Sigma-Plus, Insightful’s longtime distributor in France. The formation of a French subsidiary
provides Insightful with an expanded direct sales channel and local consulting expertise in both Paris and
Toulouse. The aggregate purchase price of $250,179 consisted of $212,250 cash and direct transaction costs of
$37,929. We recorded an intangible asset for the value allocated to non-compete agreements of $51,000, which
are being amortized on a straight-line basis over a two-year period, representing the expected life of the non-
compete agreements that we acquired. The difference between the purchase price and the fair value of the assets
acquired in the amount of $197,665 is recorded as goodwill.

Goodwill recorded in connection with these acquisitions is not subject to amortization, but will be subject to
periodic evaluation for impairment.

The results of Predict, Waratah and Sigma Plus have been included in the operating results of Insightful
since their respective acquisition dates.
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Results of Operations

As an aid to understanding our operating results, the table below indicates the percentage relationships of
income and expense items included in the Consolidated Statements of Operations for the fiscal years ended
December 31, 2001, 2000 and 1999, and the percentage changes in those items for the fiscal years ended
December 31, 2001, 2000, and 1999.

Percentage Change

Fiscal Year Fiscal Year Fiscal Year
Percent of Total Revenue Ended Ended Ended

Dec. 31, 2001  Dec. 31, 2000 Dec. 31, 1999

Fiscal Fiscal Fiscal
Year Ended Year Ended Year Ended ¢omparedts comparedto compared to
Dee. 31, Dec. 31, Dec. 31, Year Ended  Year Ended  Year Ended
2001 2000 1999 Dec. 31, 2000 Dec. 31, 1999 Dec. 31, 1998
Revenues:
Software related ............... 68.2 % 73.0 % 79.8 % 6.9 % 142 % 31.0 %
Servicesand other . ............. 31.8 27.0 20.2 344 67.1 95.0
Total revenues . ............ 100.0 100.0 100.0 14.3 24.8 38.0
Cost of Revenues:
Software licenses .............. 9.7 10.7 12.7 3.8 54 39.0
Services ... i 25.8 18.9 14.2 56.2 66.3 33.0
Total cost of revenues ..., ... 355 29.6 26.8 37.2 37.6 376
Grossprofit ............... 64.5 70.4 732 47 202 38.3
Operating Expenses:
Sales and marketing ............ 329 314 326 19.6 20.5 314
Research and development—Gross . . 434 45.8 511 8.3 12.1 215
Less—Funded research .......... 27.7) (30.7) (37.4) 3.2 24 61.3
Research and development,
115 A 15.7 15.2 13.7 18.6 38.4 (27.5)
General and administrative ....... 17.6 15.8 19.6 27.5 0.6 314
Amortization of goodwill and other
intangibles . ................. 0.6 0.5 0.5 535 22.0 —
Deferred Stock-Based
Compensation ............... 03 — — 100.0 — —
Restructuring-related Charges .. .. 2.6 = — 100.0 — —
Total operating expenses .. .. 69.7 62.8 66.2 26.8 18.3 12.6
Income (loss) from continuing
operations .............. 5.1 7.6 6.9 (176.9) 37.9 216.5
Interest Income (Expense), Net ....... 1.8 1.4 1.2 51.4 34.5 8.3
Income (loss) before provision
) for income taxes ......... 3.3) 9.0 8.2 (142.4) 38.8 266.9
Provision for Income Taxes .......... 0.7 04 0.9 71.6 (41.2) —
Net income (loss) from
continuing operations ... .. 4.0 8.6 7.2 (153.4) 493 247.7

Discontinued Operations:
Income (loss) from discontinued
operations, net of applicable
INCome taxes . ............... (4.2) 47.9) 47 89.9 (1,363.9) (79.4)
Gain on disposal of discontinued
operations, net of applicable

INCOME taxes ... ..oovvnnnnn.. 22.1 — — 100.0 — —

Net income (loss) .......... 139 % 39.4)% 119 % 140.2 % 512.9% (34.5)%
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Year Ended December 31, 2001 Compared to the Year Ended December 31, 2000
Revenues

Total revenues, which consist of software license, maintenance and service revenues, increased 14.3%, from
$15,246,000 for the year ended December 31, 2000 to $17,426,000 for the year ended December 31, 2001.

Software related revenues (software licenses, subscriptions, and maintenance) accounted for 68.2% of total
revenues and increased 6.9% from $11,128,000 for the year ended December 31, 2000 to $11,892,000 for the
year ended December 31, 2001. This increase is attributed to stronger sales and accelerating demand of Server
licenses in North America in the first half of 2001, partially offset by lower Desktop license sales in international
regions.

In the first half of 2001, we focused the Company solely on data analysis solutions, divesting the MathSoft
Engineering and Educations Products Division, renaming the company to Insightful, migrating the corporate
headquarters from Cambridge, Massachusetts to Seattle, Washington, inaugurating a strategic alliances initiative,
and launching a new analytic server product. The company also increased investment in new product
development during this period. This was achieved while maintaining profitability and 22% overall revenue
growth for the six months ended June 30, 2001, as compared to the same period in 2000.

The economic slowdown in North America during the second half of 2001 adversely affected corporate
spending on information technology in many of the industries that Insightful serves. In the fourth quarter of
2001, many prospective customers delayed planned purchases and delays of US federal budget slowed the receipt
of new government research grants. These factors dampened our growth rate and hurt profitability in the second
half of the year. Revenue for the six months ended December 31, 2001 was approximately 8% above that of the
same period in 2000.

Professional services revenues generated from consulting and training activities represented 31.8% of total
revenues and increased 34.4% from $4,119,000 for the year ended December 31, 2000 to $5,534,000 for the year
ended December 31, 2001. The revenue growth in professional services was primarily attributable to worldwide
expansion of the company’s consulting resources through the acquisition of two data analysis businesses in the
USA (North Carolina) and Europe (Switzerland).

Revenues from International operations increased 7%, from $3,676,000 for the year ended December 31,
2000 to $3,922.000 for the vear ended December 31, 2001. International revenues increased 37% from
$1,053,000 for the three months ended December 31, 2000 to $1,437,000 for the three months ended December
31, 2001, reflecting the company’s aggressive expansion in Europe to enhance growth and reduce the
concentrated exposure to the North American economy.

New solutions slated for 2002 will address the new, rapidly emerging markets of data mining, analytic
CRM, and information retrieval, all of which build upon our heritage of high-end statistical analysis.

In early 2002, Insightful will bring a new data-mining tool to market called Insightful Miner™. Insightful
Miner was designed specifically to solve data analysis problems involving data set sizes too large for competitive
products to handle without ignoring precious data.

We are working on a focused solution built on top of the Insightful Miner platform that provides both
technology and methodology optimized for analytic CRM for retail banks and merchandisers. This solution has
been designed specifically to allow Insightful and its partner network to cost-effectively derive high ROI for
enterprises that have invested in CRM systems.

Historically, the data analysis market has focused solely on solutions that analyze numbers; information
contained in text, images, maps, charts, and graphs has not been adequately utilized. We see a union ahead, in
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which quantitative information (often structured and stored in databases) and conceptual information (often
unstructured and hidden in documents, emails, or presentations) will come together.

In 2001 industry analysts recognized the need for data analysis solutions that empower enterprises to ask
questions in plain English and extract precise answers from any data they have collected. 2002 will see Insightful
deliver InFact™ to specifically address this opportunity using our patent-pending approach. Insightful is one of
the few companies with the prowess to combine structured and unstructured data in new ways that help people
make better decisions faster. Our heritage with sophisticated analytics, our experience with client/server
computing, and our advanced research in information retrieval give Insightful the foundation to deliver better
solutions.

Cost of Revenues

Total cost of revenues increased 37.2%, from $4,507,000 for the year ended December 31, 2000 to
$6,183,000 for the year ended December 31, 2001, respectively. The increase in total cost of revenues as a
percentage of total revenues was primarily attributable to a product mix shift toward lower margin services such
as consulting and a 14.3% increase in sales.

The cost of software licenses, which consists of royalties for third-party software, product media, product
duplication and manuals, decreased as a percentage of total software related revenues to 14.2% from 14.7% for
the years ended 2001 and 2000, respectively. This decrease is attributed to the $823,000 increase in maintenance
revenue, which carries a low cost of sales component. We are a worldwide licensee of the “S™ programming
language from Lucent Technologies Inc. Under the license, we have the right to use, sublicense and support the
“S” programming language from Lucent Technologies in exchange for royalties, which are included in the cost
of software licenses.

The cost of professional services includes primarily the salaries, and other operating costs of employees who
provide consulting services and product training. The increase in cost of professional services in fiscal 2001, as
compared to fiscal 2000, from $2,876,000 to $4,490,000 was primarily due to increased investment in
professional services resources, including acquired businesses, to help the company scale and leverage additional
product sales. We expect the margin generated from professional services to gradually improve as utilization of
existing resources grows.

Operating Expenses

Sales and marketing expenses consist primarily of salaries, travel, facility costs for sales and marketing
personnel, promotional activities, and costs of advertising and trade shows. Sales and marketing expenses
increased 19.6%, from $4,791,295 for the twelve-months ended December 31, 2000 to $5,730,768 for the year
ended December 31, 2001. This increase primarily reflected additions to the sales force to expand our sales
opportunities, as well as additional marketing expenses to communicate Insightful’s new positioning as a
Company focused on data analysis software and services.

Net research and development expenses increased 18.7%, from $2,310,000 for the year ended December 31,
2000 to $2,740,000 for the year ended December 31, 2001, and increased as a percentage of total revenues from
15.2% to 15.7%, respectively. Research and development expenses consist primarily of salaries and related
benefits, equipment for software developers, facility costs, and payments to outside contractors. The overall
increase in net research and development expenses was primarily attributable to increased investment in the
S-Plus product lines, and offset partially by the increase in research funding. Funded research, which consists
primarily of government grants for research projects, increased 3.2%, from $4,678,000 for the year ended
December 31, 2000 to $4,827,000 for the year ended December 31, 2001. The increase in funded research is
attributable to an increase in awarded contracts.

General and administrative expenses, which consist primarily of salaries and related costs associated with
finance, accounting, investor relations, human resources, administration and facilities activities, increased from
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$2,402,000 for the year ended December 31, 2000 to $3,063,000 for the year ended December 31, 2001, and
increased as a percentage of total revenues from 15.8% to 17.5%, respectively. The increase in general and
administrative costs during 2001 in comparison to 2000 relates primarily to costs associated with divesting the
MathSoft Engineering and Educations Products Division and migrating the corporate headquarters from
Cambridge, Massachusetts to Seattle, Washington, and professional fees associated with general corporate
matters and corporate expansion.

Restructuring-Related Charges

In November 2001, Insightful implemented a workforce reduction of approximately 24 employees, which
represented 13% of Insightful’s employee base at that time and included employees from all functional areas of
Insightful. All of the restructuring charges, totaling approximately $455,000, related to employee severance and
termination benefits. As of December 31, 2001, $366,276 of the severance and termination benefits were paid
and $88,724 remained accrued on that date. All termination benefits will be paid by March 31, 2002.

Interest Income

The increase in interest income in fiscal 2001 was due to an increase in cash and cash equivalents upon
which we earn interest.

Discontinued Operations

On January 23, 2001, Insightful transferred the assets of EEPD to a newly created wholly owned Insightful
subsidiary that was than sold to a third party for cash proceeds of $7,000,000. As a result of this transaction,
Insightful has recorded the operations of EEPD as discontinued operations. The net gain of $3,849,000 on the
sale of EEPD is presented in the accompanying consolidated statements of operations as a gain on disposal of
discontinued operations for the year ended, 2001.

EEPD’s operating loss totaling $737,411 represents revenues earned of approximately $74,000, offset by
costs and expenses totaling approximately $811,000 for the 23 day period ending January 23, 2001.

Net Operating Results

The net loss from continuing operations for the year ended December 31, 2001 was $698,000 compared to
net income of $1,307,000 for the year ended December 31, 2000. Fiscal year 2001 reflected slower than expected
revenue growth in the second half of 2001 due to prevailing economic conditions as well as a change in the
revenue mix which, in turn, negatively impacted net income. Fiscal year 2001 net income was further impacted
due to both new acquisition related amortization and deferred compensation charges of $83,000.

Net income for the year ended December 31, 2001 was $2,204,000 compared to a loss of $6,000,000 for the
year ended December 31, 2000. Fiscal year 2000 reflected our net income from continuing operations offset by
the loss of $7,306,000 from discontinued operations, primarily attributable to our discontinued Internet business,
FreeScholarships.com.

Year Ended December 31, 2000 Compared to the Year Ended December 31, 1999

Revenues

Total revenues increased 24.8%, from $12,212,000 for the year ended December 31, 1999 to $15,246,000
for the year ended December 31, 2000. The increase in total revenues was primarily attributable to worldwide
new license and service revenue generated by our S-PLUS product line.

The increase in S-PLUS product line revenue was primarily attributable to an increase in service revenues,
which included maintenance, training, and consulting. S-PLUS license revenue was $6,505,000 and $6,811,000
for the year ended 1999 and 2000, respectively. S-PLUS service revenue was $5,707,000 and $8,435,000 for the
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year ended 1999 and 2000, respectively. The increase in both service and license revenues was directly
attributable to the June 1999 release of S-PLUS 2000 and increased headcount additions to the consulting
department.

International revenues increased 15.0%, from $3,196,000 in 1999 to $3.676,000 in 2000, respectively.

Cost of Revenues

Total cost of revenues increased 37.6%, from $3,277,000 for the year ended December 31, 1999 to
$4,507,000 for the year ended December 31, 2000, respectively. The increase in total cost of revenues as a
percentage of total revenues was primarily attributable to a 24.8% increase in sales as well as a product mix shift
toward lower margin products such as consulting.

Operating Expenses

Sales and marketing expenses increased 20.5%, from $4,033,000 for the twelve-months ended
December 31, 1999 to $4,861,000 for the year ended December 31, 2000. The increase in sales and marketing
expenses was attributable to an increase in variable marketing expenditures and headcount additions to the
marketing department and sales force.

Net research and development expenses increased 38.4%, from $1,669,000 for the year ended December 31,
1999 to $2,310,000 for the year ended December 31, 2000, and increased as a percentage of total revenues from
13.7% to 15.1%, respectively. The overall increase in net research and development expenses was primarily
attributable to increased investment in the S-PLUS product lines, and offset partially by the increase in research
funding. Funded research increased 2.4%, from $4,567,000 for the year ended December 31, 1999 to $4,678,000
for the year ended December 31, 2000. The increase in funded research is attributable to an increase in awarded
contracts and the related increase in personnel costs to fulfill those contracts. Our Data Analysis Products
Division research department’s headcount remained consistent at 46 as of December 31, 1999 and 2000,
respectively.

General and administrative expenses increased slightly, from $2,388,000 for the year ended December 31,
1999 to $2,402,000 for the year ended December 31, 2000, and decreased as a percentage of total revenues from
19.5% to 15.8%, respectively.

Net Operating Results

Net income from continuing operations for the year ended December 31, 2000 was $1,307,000 compared to
$875,000 for the year ended December 31, 1999. Fiscal year 2000 reflected solid profit growth in our core
products, particularly its consulting services.

The net loss for the year ended December 31, 2000 was $6,000,000 compared to a net income of $1,453,000
for the year ended December 31, 1999. Fiscal year 2000 reflected profit growth in our continuing operations
substantially offset by the significant loss of $7,306,000 from discontinued operations, primarily attributable to
our discontinued internet business, FreeScholarships.com.

Liquidity and Capital Resources

Cash and cash equivalents at January 1, 2001 amounted to $3,745,000. Insightful’s continuing operations
resulted in net cash inflows of $210,000 for the year ended December 31, 2001. Operating cash inflows for the
year ended December 31, 2001 were primarily the result of a loss from continuing operations adjusted for
noncash depreciation and amortization, offset in part by increases in current assets and decreases in current
liabilities.

Investing activities in 2001 resulted in cash outflows of $3,303,000, primarily due to capital expenditures of
$1,400,000 related to continuing operations and $1,744,000 for acquisitions.

26




Financing activities provided cash inflows of $541,000 in 2001 primarily due to proceeds from the exercise
of stock options and stock issued through the employee stock purchase plan, offset in part by payments made on
capital lease obligations.

Net cash proceeds from the sale of EEPD amounted to $5,084,000, including proceeds on the sale of
$7,000,000 offset by $1,916,000 in employee severance and termination benefits, professional fees and vendor
commitments, which brought the cash and cash equivalent balance at December 31, 2001 to $6,278,000.

Insightful’s principal source of liquidity continued to be from operations and on-hand cash equivalents. At
December 31, 2001, Insightful’s principal unused sources of liquidity consisted of cash and cash equivalents of
$6,278,000. Insightful’s liquidity needs are principally for financing of accounts receivable, capital assets,
strategic investments, product development, and flexibility in a dynamic and competitive operating environment.

The following are our contractual commitments associated with our operating and capital leases:

Year Ending December 31,

2002 2003 2004 2005 2006 Thereafter Total
Commitments:
Capital leases .............. 44,163 — — — — — 44,163
Operating leases . ........... 830,436 835,574 897,178 70,432 32,755 47,623 2,713,998
Total commitments .. ... 874,599 835,574 897,178 70,432 32,755 47,623 2,758,161

As of December 31, 2001 we had net operating loss carryforwards of approximately $21.4 million and
research and development credit carryforwards of approximately $2.9 million. The net operating loss and credit
carryforwards will expire at various dates through 2021, if not used. Under the provisions of the Internal Revenue
Code, substantial changes in our ownership may limit the amount of net operating loss carryforwards that could
be utilized annually in the future to offset taxable income. A full valuation allowance has been established in our
financial statements to reflect the uncertainty of our ability to use available tax loss carryforwards and other
deferred tax assets.

We believe that our existing cash and cash equivalents, investments and available bank borrowings will be
sufficient to meet our capital requirements for the foreseeable future. However, if during that time market
conditions worsen, or if other unforeseen events such as those of September 11, 2001 should occur, we would
likely deem it necessary to seek additional funds through public or private equity financing or from other sources
in order to fund our operations and pursue our growth strategy. We have no commitment for additional financing,
and we may experience difficulty in obtaining funding on favorable terms, if at all. Any financing we obtain may
contain covenants that restrict our freedom to operate our business or may require us to issue securities that have
rights, preferences or privileges senior to our common stock and may dilute your ownership interest in Insightful.

The foregoing statement is forward-looking and involves risks and uncertainties, many of which are outside
our control. Our actual experience may differ materially from that discussed above. Factors that might cause such
a difference include, but are not limited to, those discussed in “Cautionary Statements” in this Form 10-K for the
fiscal year ended December 31, 2001 as well as future events that have the effect of reducing our available cash
balances, such as unanticipated operating losses or capital expenditures, cash expenditures related to possible
future acquisitions, or investment in new products or services. We may be presented from time to time with
acquisition opportunities that require additional external financing, and we may from time to time seek to obtain
additional funds from public or private issuance of equity or debt securities. There can be no assurance that any
such financing will be available at all or on terms favorable to us.

Recent Accounting Pronouncements

In July 2001, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting
Standard No. 141, “Business Combinations,” and SFAS No. 142, “Goodwill and Other Intangible Assets.” SFAS
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No. 141 prospectively prohibits the pooling of interest method of accounting for business combinations initiated
after June 30, 2001, and broadens the criteria for recording intangible assets separate from goodwill. SFAS
No. 142 discontinues amortization of goodwill and other intangible assets unless they have finite useful lives,
and, instead, establishes a new method of testing goodwill for impairment on an annual basis or on an interim
basis if an event occurs or circumstances change that would reduce the fair value of a reporting unit below its
carrying value. Intangible assets with finite useful lives will continue to be amortized over their useful lives.
Insightful will adopt the provisions of SFAS No. 141 and SFAS No. 142 on January 1, 2002. However, the
transition provisions of SFAS 142 provide that goodwill originating in business combinations subsequent to June
30, 2001 cannot be amortized. As such, the accompanying 2001 consolidated financial statements do not provide
for amortization of goodwill (with a December 31, 2001 balance of $1,811,816) originating in business
combinations completed during the second half of 2001. In addition, beginning in 2002, we will no longer
amortize goodwill that originated prior to June 30, 2001 with a remaining net book value at December 31, 2001
of $125,308. Amortization expense relating to goodwill was $68,403, $69,808, and $57,243, in 2001, 2000, and
1999 respectively. Also beginning in 2002 we will test goodwill for impairment using the two-step approach
prescribed by SFAS 142. The first step is to screen for potential impairment, while the second step measures the
amount of impairment, if any. We expect to perform the first of the required impairment tests of goodwill and
indefinite lived intangible assets as of January 1, 2002. Any impairment charge resulting from these transitional
impairment tests will be reflected as a cumulative effect of change in accounting principles in the first quarter of
2002. We have not yet determined what the effect of these tests will be on our earnings and financial position.

SFAS No. 143, “Accounting for Asset Retirement Obligations,” was also issued in June 2001. SFAS
No. 143 addresses accounting and reporting for legal obligations and related costs associated with the retirement
of long-lived assets. The Statement requires that the fair value of the liability for an asset retirement obligation be
recognized in the period incurred if a reasonable estimate of fair value can be made. The estimated retirement
costs are capitalized as part of the carrying amount of the long-lived asset. SFAS No. 143 is effective for
financial statements issued for fiscal years beginning after June 15, 2002. The provisions of this standard are not
expected to have a significant effect on Insightful’s financial position or operating results.

SFAS No. 144, “Accounting for Impairment or Disposal of Long-Lived Assets,” was issued in August 2001
and is effective for fiscal years beginning after December 15, 2001. The FASB’s new rules on asset impairment
supersede FASB Statement 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived
Assets to Be Disposed Of,” and portions of APB Opinion 30, “Reporting the Results of Operations.” This
Standard provides a single accounting model for long-lived assets to be disposed of and significantly changes the
criteria that would have to be met to classify an asset as held-for-sale. Classification as held-for-sale may be a
significant distinction since such assets are not depreciated and are stated at the lower of fair value and carrying
amount. This Standard also requires expected future operating losses from discontinued operations to be
displayed in the period(s) in which the losses are incurred, rather than as of the measurement date as presently
required. The provisions of this Standard are not expected to have a significant effect on our financial position or
operating results.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

We develop products in the United States and sell them worldwide. As a result, our financial results could
be affected by factors such as changes in foreign currency exchange rates or weak economic conditions in foreign
markets. Since our sales are currently priced in U.S. dollars and translated into local currency amounts, a
strengthening of the dollar could make our products less competitive in foreign markets. We operate in the
United Kingdom, Germany, France and Switzerland and incur expenses denominated in those local currencies.
However, we do not believe that these operating expenses will harm our results of operations. Interest income
and expense are sensitive to changes in the general level of U.S. interest rates, particularly since the company’s
investments are in short-term instruments. Based on the short term nature and current levels of our investments
and debt, however, we do not believe that there is any material market risk or exposure.

Our general investing policy is to limit the risk of principal loss and ensure the safety of invested funds by
limiting credit and market risk. We currently invest in highly liquid money market accounts and short-term
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investments. All highly liquid investments with original maturities of three months or less are considered to be
cash equivalents.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

See Item 14 and the Index therein for a listing of the financial statements and supplementary data as part of
this Report.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE.

On September 6, 2001, we elected to change our independent accountant from Arthur Andersen LLP to
Ermnst & Young LLP. Arthur Andersen LLP has served as our independent accountant since our inception in
1984. The reports of Arthur Andersen LLP on our consolidated financial statements as of and for the years ended
December 31, 2000 and 1999 did net contain any adverse opinion or disclaimer of opinion and neither report was
qualified or modified as to uncertain, audit scope, or accounting principles. The decision to change our
independent accountant was recommended by our Audit Committee and approved by our Board of Directors.
During 1999 and 2000, and through September 6, 2001, we have not had any disagreements with Arthur
Andersen LLP on any matter of accounting principles or practices, financial statement disclosure, or auditing
scope or procedure, which, if not resolved to the satisfaction of Arthur Andersen LLP, would have caused it to
make reference to the subject matter in connection with its reports on our financial statements. During 1999 and
2000 and through September 6, 2001, we have not had any reportable events listed in paragraphs (A) through (D)
of Item 304(a)(1)(v) of Regulation S-K.

On September 6, 2001, our Board of Directors, upon the recommendation of our Audit Committee,
approved the engagement of Ernst & Young LLP as our independent accountant to audit our financial statements
for the year ended December 31, 2001. During 1999 and 2000 and through September 6, 2001, we have not
consulted with Ernst & Young LLP regarding (A) the application of accounting principles to a specified
transaction, either completed or proposed or the type of audit opinion that might be rendered on our financial
statements or (B) any matter that was either the subject of a disagreement or a reportable event.

29




PART I

ITEM 1§, DIRECTORS AND EXECUTIVE OFFICERS.

Information with respect to this item may be found under the caption “Cccupations of Directors and
Executive Officers” appearing in our definitive proxy statement to be filed with the Securities and Exchange
Commission not later than 120 days after the close of the fiscal year ended December 31, 2001. Such information
is incorporated here by reference.

ITEM 11. EXECUTIVE COMPENSATION.

Information with respect to this item may be found under the caption “Compensation and Other Information
Concerning Directors and Officers” appearing in our definitive proxy statement to be filed with the Securities
and Exchange Commission not later than 120 days after the close of the fiscal year ended December 31, 2001.
Such information is incorporated here by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT.

Information with respect to this item may be found under the caption “Management and Principal Holders
of Voting Securities” appearing in our definitive proxy statement to be filed with the Securities and Exchange
Commission not later than 120 days after the close of the fiscal year ended December 31, 2001. Such information
is incorporated here by reference.

ITEM 13, CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.

Information with respect to this item may be found under the caption “Certain Relationships and Related
Transactions” appearing in our definitive proxy statement to be filed with the Securities and Exchange
Commission not later than 120 days after the close of the fiscal year ended December 31, 2001. Such information
is incorporated here by reference.
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PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM §-K.

(a) The following documents are filed as a part of this report:

1. Financial Statements.  The following consolidated financial statements of Insightful Corporation
and Independent Auditors Report are filed as part of this report.

Report of Independent Public Accountants
Consolidated Balance Sheets as of December 31, 2001 and 2000
Consolidated Statements of Operations for the years ended December 31, 2001, 2000 and 1999.

Consolidated Statements of Stockholders’ Equity for the years ended December 31, 1999, 2000
and 2001.

Consolidated Statements of Cash Flows for the years ended December 31, 2001, 2000 and 1999.

Notes to Consolidated Financial Statements

2. Exhibits.
Exhibit
Numbper Description
2.1 Share Purchase Agreement dated as of September 12, 2001, by and among Insightful Corporation

and the shareholders of Predict AG (including Addendum No. 1 and Addendum No. 2) (previously
filed as Exhibit 2.1 to Insightful’s Current Report on Form 8-K and incorporated by reference
herein).(d)

21 Assignment, Bill of Sale and Assumption Agreement by and between MathSoft, Inc. and MathSoft
Engineering & Education, Inc. dated as of January 23, 2001 (previously filed as Exhibit 2.1 to
Insightful’s Current Report on Form 8-K and incorporated by reference herein).(b)

22 Intellectual Property Agreement by and between MathSoft, Inc. and MathSoft Engineering &
Education, Inc., dated as of January 23, 2001(previously filed as Exhibit 2.2 to Insightful’s Current
Report on Form 8-K and incorporated by reference herein)(b)

2.3 Stock Purchase Agreement dated as of January 23, 2001 by and among MathSoft, Inc., MathSoft
Engineering & Education, Inc. and MathSoft Corporate Holdings, Inc. (previously filed as
Exhibit 2.3 to Insightful’s Current Report on Form 8-K and incorporated by reference herein).(b)

24 Axum Software License Agreement by and between MathSoft, Inc. and MathSoft Engineering &
Education, Inc. dated as of January 23, 2001 (previously filed as Exhibit 2.4 to Insightful’s Current
Report on Form 8-K and incorporated by reference herein).(b)

2.5 Right of First Offer of Exclusive Commercial License by and between MathSoft, Inc. and MathSoft
Engineering & Education, Inc. (previously filed as Exhibit 2.5 to Insightful’s Current Report on
Form 8-K and incorporated by reference herein).(b)

2.6 Non-Competition Agreement by and between MathSoft, Inc. and MathSoft Corporate Holdings, Inc.
: dated as of January 23, 2001 (previously filed as Exhibit 2.6 to Insightful’s Current Report on
Form 8-K and incorporated by reference herein).(b)

2.7 Transitional Services Agreement by and among MathSoft, Inc., MathSoft Engineering & Education,
Inc. and MathSoft Corporate Holdings, Inc. dated as of January 23, 2001 (previously filed as
Exhibit 2.7 to Insightful’s Current Report on Form 8-K and incorporated by reference herein).(b)

2.8 Trademark License Agreement by and between MathSoft, Inc. and MathSoft Engineering &
Education, Inc. dated as of January 23, 2001 (previously filed as Exhibit 2.8 to Insightful’s Current
Report on Form 8-K and incorporated by reference herein).(b)

3.1 Amended and Restated Certificate of Incorporation of the Registrant (filed as exhibit 3.1 to the
Quarterly Report on Form 10-Q for the quarter ended September 30, 2001 and incorporated herein by
reference).(e)
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Exhibit
Number Description

32 Amended and Restated Bylaws of the Registrant (filed as exhibit 3.2 to the Quarterly Report on
Form 10-Q for the quarter ended September 30, 2001 and incorporated herein by reference).(e)

4.1 2001 Stock Option and Incentive Plan (previously filed as Exhibit 4.1 to Insightful’s Registration
Statement on Form S-8 and incorporated by reference herein).(c)

4.2 Form of Incentive Stock Option Agreement under the 2001 Stock Option and Incentive Plan
(previously filed as Exhibit 4.2 to Insightful’s Registration Statement on Form S-8 and incorporated
by reference herein).(c)

43 Form of Non-Qualified Stock Option Agreement under 2001 Stock Option and Incentive Plan
(previously filed as Exhibit 4.3 to Insightful’s Registration Statement on Form S-8 and incorporated
by reference herein).(c)

4.4 2001 Employee Stock Purchase Plan (previously filed as Exhibit 4.4 to Insightful’s Registration
Statement on Form S-8 and incorporated by reference herein).(c)

4.5 2001 Employee Stock Purchase Plan Enrollment/Authorization Form (previously filed as Exhibit 4.5
to Insightful’s Registration Statement on Form S-8 and incorporated by reference herein).(c)

4.6 2001 Non-Employee Director Stock Option Plan (previously filed as Exhibit 4.6 to Insightful’s
Registration Statement on Form S-8 and incorporated by reference herein).(c)

4.7 Form of Stock Option Agreement under the 2001 Non-Employee Director Stock Option Plan
(previously filed as Exhibit 4.7 to Insightful’s Registration Statement on Form S-8 and incorporated
by reference herein).(c)

10.1 Pledge Agreement dated as of September 12, 2001, by and between Insightful Corporation and
Patrick Schunemann (previously filed as Exhibit 10.1 to Insightful’s Current Report on Form 8-K
and incorporated by reference herein).(d)

10.1 Severance Agreement and General Release Effective as of February 5, 2001 by and between
MathSoft and Charles J. Digate (previously filed as Exhibit 10.1 to Insightful’s Current Report on
Form 8-K and incorporated by reference herein).(b)

10.2 Letter Agreement with Charles J, Digate dated January 29, 2001 (previously filed as Exhibit 10.2 to
Insightful’s Current Report on Form 8-K and incorporated by reference herein).(b)

21.1 Subsidiaries of the Registrant.(a)
231 Consent of Ernst & Young LLP, Independent Auditors(a)
23.2 Consent of Arthur Andersen LLP(a)

(a) Filed Herewith.

(b) SEC file number 0-20992, filed on February 7, 2001.
(c) SEC file number 333-64724, filed on July 6, 2001.

(d) SEC file number 0-20992, filed on October 10, 2001.
(e) SEC file number 0-20992, filed on November 14, 2001.

(b) Reports on Form 8-K.

Cn October 10, 2001, we filed a Current Report on Form 8-K dated September 25, 2001 reporting the
Acquisition of Predict AG, a corporation formed under the laws of Switzerland.

On December 7, 2001, we filed a Current Report on Form 8-K/A dated September 25, 2001 providing the
financial statements of Predict AG required by Item 7(a) of Form 8-K and the Proforma financial information
required by Item 7(b) of Form 8-K, which was excluded from the original filing in reliance upon Item 7(a)(4) of
Form 8-K.

On December 3, 2001, we filed a Current Report on form 8-K dated November 30, 2001 reporting the
reduction of the North American workforce.
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March 4, 2002

Signature

/s/  SHAWNF. JAVID

Shawn F. Javid

SIGNATURES

INSIGHTFUL CORPORATION

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

By: /s/  SHAWNF.JavID

Shawn F. Javid

Chairman, President and Chief Executive Officer

Title

Chairman, President and Chief
Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Date

March 4, 2002

/s/ SARWAT H. RAMADAN Vice President Finance and March 4, 2002
Sarwat H. Ramadan Administration, Chief Financial
Officer, Treasurer and Secretary
(Principal Financial and Accounting
Officer)
/s/ ARTHUR H. REIDEL Director March 4, 2002
Arthur H. Reidel
/s/ CHARLES J. DIGATE Director March 4, 2002
Charles J. Digate
/s/  CHRISTOPHER S. COVINGTON Director March 4, 2002
Christopher S. Covington
/s/  Mark C. OZUR Director March 4, 2002
Mark C. Ozur
/s/  SAMUEL R. MESHBERG Director March 4, 2002

Samuel R. Meshberg
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS

To The Board of Directors and Shareholders
Insightful Corporation:

We have audited the accompanying consolidated balance sheet of Insightful Corporation as of December 31,
2001 and the related consolidated statements of operations, stockholders’ equity and cash flows for the year then
ended. These financial statements are the responsibility of Insightful’s management. Our responsibility is to
express an opinion on these consolidated financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Insightful Corporation as of December 31, 2001 and the consolidated results of
its operations and its cash flows for the year then ended, in conformity with accounting principles generally
accepted in the United States.

/s/ ERNST AND YOUNG LLP

Seattle, Washington
January 29, 2002
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REPCRT OF INDEPENDENT PUBLIC ACCOUNTANTS
To Insightful Corporation:

We have audited the accompanying consolidated balance sheet of Insightful Corporation and subsidiaries
(formerly Mathsoft, Inc.) as of December 31, 2000 and the related consolidated statement of operations,
stockholders’ equity and cash flows for each of the two years in the period ended December 31, 2000. These
consolidated financial statements are the responsibility of Insightful’s management. Cur responsibility is to
express an opinion on these consolidated financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of Insightful Corporation and subsidiaries as of December 31, 2000 and 1999 and the
consolidated results of their operations and their cash flows for each of the two years in the period ended
December 31, 2000 in conformity with accounting principles generally accepted in the United States.

/s/ ARTHUR ANDERSEN LLP

Boston, Massachusetts
February 23, 2001
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INSIGHTFUL CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

ASSETS

Current Assets:
Cash and cash equivalents ............ ... .. ... i,
Accounts receivable, less reserves of $268,140 and $381,750 at
December 31, 2001 and 2000, respectively ............ .. .c.c..on...
Other receivables .. ... .. . . . e
L0075 1110) s (<3 O
Prepaid eXpenses . . . ...t

Total current assets . ...t

Property and Equipment, net . .......... ...

Net Assets of Discontinued Operations .............. ... ...,
Goodwill, net of accumulated amortization of $252,630 and $192,358 at

December 31, 2001 and 2000, respectively ............ ... . ... . ..o .
Other Intangibles, net of accumulated amortization of $46,341 and $0 at

December 31, 2001 and 2000, respectively ........ ... ..

Other ASSES ..ottt

LIABILITIES AND STOCKHOLDERS® EQUITY

Current Liabilities:
Current portion of capital lease obligations and equipment financings . ... ..
Accountspayable ... ... ...
Accrued payroll and payroll-related items . ........... ... ... . ... ...
Accrued expenses and other current liabilities . .............. ... .......
Deferred revenue .. .. .. ... .. ... . . e

Total current liabilities ......... ... ... .. .. . i
Capital Lease Obligations and Equipment Financings, less current portion ... ...

Commitments and contingencies
Stockholders’ Equity:
Preferred stock, $0.01 par value—
Authorized—1,000,000 shares
Issued and outstanding—none .......... .. ... ..
Common stock, $0.01 par value—
Authorized—20,000,000 shares
Issued and outstanding—11,326,441 and 10,695,895, shares at
December 31, 2001 and 2000, respectively .............. ... ... ... ..
Additional paid-incapital .. ...... ... i
Deferred stock-based compensation .. ..........co. i
Accumulated deficit ... ... .
Subscription receivable from director . ........ ... . . o
Cumulative translation adjustment .. ............oo i

Total stockholders’ equity .......... ... ... i

December 31,
2001 2000

$ 6,277,869 $ 3,745,112

3,688,022 3,018,860

1,003,412 959,650
70,406 70,380
252,962 126,993

11,292,671 7,920,995
2,052,374 1,092,708

—_ 1,290,570
1,874,124 147,099
374,172 1,341
101,495 53,248

$ 15,694,836 § 10,505,961

$ 44163 § 149911
1,374,665 1,179,711
976,702 690,100
2,044,398 1,530,313
3,818,258 3,042,461

8,258,186 6,592,496
— 38,798

113,264 106,959
33,866,997 32,524,604
(382,145) —
(25,799,723)  (28,213,510)
(380,843) (550,000)

19,100 6,614

7,436,650 3,874,667

$ 15,694,836 $ 10,505,961

The accompanying notes are an integral part of these consolidated financial statements.
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INSIGHTFUL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended December 31,

2001 2000 1999
Revenues:
Software related:
Software licenses . . ... oottt $ 6,752,934 $ 6,811,427 $ 6,505,452
Software maintenance . ...........c...ouviriunennn.. 5,139,516 4,316,197 3,714,735
Total software related revenue .................. 11,892,450 11,127,624 10,220,187
Professional servicesandother .. ........................ 5,533,948 4,118,854 1,991,662
Total revenues . ..........c.ouiiiireieanenn. 17,426,398 15,246,478 12,211,849
Cost of Revenues:
Softwarerelated . ........... ... .. .. .. . 1,692,610 1,631,230 1,547,189
Professional servicesandother . .............. ... ... .. 4,490,391 2,876,035 1,729,319
Total costof revenues ......................... 6,183,001 4,507,265 3,276,508
Grossprofit . ... 11,243,397 10,739,213 8,935,341
Operating Expenses:
Salesand marketing .......... ... .. .. .. .., 5,730,768 4,791,295 3,975,597
Research and development ............................. 7,567,322 6,988,239 6,236,116
Less—Fundedresearch ........ ... (4,827,205) (4,678,059) (4,567,094)
Research and development,net .................. 2,740,117 2,310,180 1,669,022
General and administrative . ...... ..t 3,062,645 2,401,700 2,387,989
Amortization of goodwill and other intangibles ............. 107,149 69,808 57,243
Amortization of stock-based compensation ................ 44,435 — —
Restructuring-related charges ........................... 454,812 — —
Total operating expenses . ...................... 12,139,926 9,572,983 8,089,851
Income (loss) from continuing operations ......... (896,529) 1,166,230 845,490
Interest and OtherIncome . ...t i 341,045 237,655 176,751
Interest EXpense . ..........ouiiiiiiii i 26,887 30,116 32,569
Income (loss) before income taxes ....................... (582,371) 1,373,769 989,672
Income tax EXPenSE . ..o\ttt e 115,341 67,216 114,270
Income (loss) from continuing operations ................. (697,712) 1,306,553 875,402
Discontinued Operations: ................iiiiiiiinen. .
Income (loss) from discontinued operations, net of tax ....... (737.411) (7,306,144) 578,076
Gain on disposal of discontinued operations, net of tax ....... 3,848,910 — —
Netincome (10SS) . ...... ... ... $ 2,413,787 $(5,999,591) $ 1,453,478
Basic Income (Loss) per Share—Continuing Operations .. ........ $ 0.06) $ 012 $ 0.09
Diluted Income (Loss) per Share—Continuing Operations ........ $ (0.06) $ 012 % 0.08
Basic Income (Loss) per Share—Discontinued Operations ........ 3 029 3 0.70) $ 0.06
Diluted Income (Loss) per Share—Discontinued Operations . .. . .. $ 029 § 0.66) $ 0.06
Basic Net Income (Loss) perShare ....................ooi.on. S 022 §$ 0.57) $ 0.15
Diluted Net Income (Loss) per Share ......................... $ 022 $ 0.54) $ 0.14
Weighted Average Number of Common Shares Outstanding ... ... 10,857,622 10,458,208 9,769,772
Weighted Average Number Common Shares Qutstanding Assuming
DAlUtiON . oot 10,857,622 11,027,860 10,493,724

The accompanying notes are an integral part of these consolidated financial statements.
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INSIGHTFUL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

2001 2000 1999
Operating Activities:
Netincome (JOSS) ..ottt s $ 2,413,787 $(5,999,591) $1,453,478
Less—Income (loss) from discontinued operations .. ............ 3,111,499  (7,306,144) 578,076
Income (loss) from continuing operations ............... (697,712) 1,306,553 875,402
Adjustments to reconcile net income (loss) from continuing
operations to net cash provided by operating activities—
Depreciation and amortization ............. ... .. .c0.ou.... 798,179 324914 622,353
Currency translation adjustment .. . ............. ... c.ou... 12,486 136,504 20,733
Changes in current assets and liabilities:
Accounts and other receivables ......................... (540,259) (724,890)  (515,953)
INVENIOTIES .\ttt et et e et (26) 7,526 2,431
Prepaid eXpenses . . . ..o e {71,687) 13,879 (40,540}
Accounts payable ................ S 115,301 627,550 (65,793)
Accrued expenses, payroll and other current liabilities . ... ... (169,491) 356,041 206,597
Deferredrevenue ............. ... 763,313 509,491 646,436
Net cash provided by continuing operating activities ...... 210,104 2,557,568 1,751,666
Investing Activities:
Purchases of property and equipment . . ........... . ... .. ... .. (1,400,381) (635,072  (129,551)
Decrease (increase) inotherassets ............covvirinenen... (48,247) 10,605 (99,214)
Capitalized patent costs ........ ...ttt (110,568) — —
Acquisitions, net of cash acquired ........... ... .. .. ... .. .. .. (1,743,520)
Net cash used in investing activities .. .................. (3,302,716) (624,467)  (228,765)
Financing Activities:
Payments on capital lease obligations and equipment financings . .. (144,546) (306,764)  (333,608)
Cash received on subscription receivable from director .......... 169,157 — —
Proceeds from exercise of stock options, and employee stock
purchaseplan .......... ... e 516,883 1,147,556 1,134,399
Net cash provided by financing activities ............... 541,494 840,792 800,791
Effect of Exchange Rate Changes on Cash and Cash Equivalents . ... — (44,000) (24,919)
Net cash (used in) provided by continuing operations .............. (2,551,118) 2,729,893 2,298,773
Net cash provided by (used in) discontinued operations ............ 5,083,875  (6,197,816)  (792,395)
Net Increase (Decrease) in Cash and Cash Equivalents ........... . 2,532,757 (3,467,923) 1,506,378
Cash and Cash Equivalents, beginning of year ................... 3,745,112 7,213,035 5,706,657
Cash and Cash Equivalents,endof year . . ....................... $ 6,277,869 $ 3,745,112 $7,213,035
Supplemental Disclosure of Cash Flow Information:
Cash paid during the year for—
TOtErESt . o o $ 11,844 $ 28,192 $ 32,569
INCOME tAXES .« o . oottt e e e $ 65341 $ 67216 $ 80,505
Supplemental Disclosure of Noncash Investing and Financing
Activities:
Issuance of common stock and warrants in connection with
acquisitions and deferred stock-based compensation ... ...... $ 831,815 $ — 5 —
Capital 1eases ... ... ooiiiee $ — $ 167,788 $ 266,255
Issuance of common stock in exchange for subscription
TECEIVADIE ... $ — $ 550,000 $ —

The accompanying notes are an integral part of these consolidated financial statements.
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INSEGHTFUL CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2001

(1) DESCRIPTION OF BUSINESS
CONTINUING OPERATIONS

Insightful Corporation and subsidiaries (“Insightful”) provide enterprises with scalable data analysis
solutions that drive faster, more profitable decisions by revealing patterns, trends and relationships. Insightful is a
supplier of software and services for statistics, data mining, business analytics and information retrieval which
expedite accurate decision-making and improve business performance.

Insightful’s products, including S-PLUS®, StatServer® and S-PLUS Analytic Server™, play a key role in
data warehousing and business intelligence initiatives by delivering analytical tools and graphical reports that
convert data into insight. Insightful also provides consulting, application development outsourcing, data
integration and training focused on data analysis and predictive modeling. Insightful has been delivering data
analysis solutions for over a decade to thousands of companies in financial services, pharmaceuticals,
biotechnology, telecommunications and manufacturing, plus many government and research institutions.

Headquartered in Seattle, Insightful has offices in New York City, North Carolina, France, Germany,
Switzerland, and the United Kingdom.

DISCONTINUED OPERATIONS

On June 1, 1999, Insightful incorporated FreeScholarships.com, Inc. (FSC) as a wholly owned subsidiary.
FSC began web-based operations in February 2000, and was originated as an Internet company which provided
information and assistance to a broad consumer market focused on funding the costs of education. During the
third quarter of 2000, Insightful discontinued operations of FSC.

In October 2000, Insightful signed a letter of intent to sell the operations of its Engineering and Education
Products Division (EEPD). Consistent with this letter of intent, the assets of EEPD were transferred to a newly
created wholly owned subsidiary and then sold to a third party for cash proceeds of $7,000,000 on January 23,
2001. The sale of EEPD resulted in a gain of $3,848,910, net of income taxes of $140,000, after taking into
account certain liabilities arising from the transaction including severance and transaction costs. Such liabilities
included $360,000 related to a contingency resulting from the disposition. The contingency is expected to be
resolved no later than December 31, 2002.

The results of FSC and EEPD are presented on a net basis in the accompanying consolidated statements of
operations as discontinued operations.

Components of income (loss) from discontinued operations are as follows:

Years Ended December 31,
2001 2000 1999
ReVeNUES ...t $ 74,000 $ 16,276,000 $ 16,391,000
Costs and Expenses . ......... ... oo, (811,000) (23,582,000) (15,813,000)
Income (Loss) from Discontinued Operations ... ........ $(737,0000 $ (7,306,000) § 578,000
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INSIGHTFUL CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
December 31, 2001

Net assets from discontinued operations as of December 31, 2000 are shown below. No net assets of
discontinued operations remain at December 31, 2001.

December 31,
2000
Net Assets Transferred:

Cashand cash equivalents ........... .. ... ... ... . i, $ —
Accounts receivable, net ......... ... .. 3,666,998
Net property and equipment . .. ...... ... ... it 529,273
Other assets .. .............coveeneenoi.. e 501,826
Accountspayable . ... ... (1,650,590)
Other current liabilities . ... ... . . . . (1,695,508)
Long-term liabilities . ......... ... .. .. . . . . . . ., (61,429)

$ 1,290,570

(2) SIGNIFICANT ACCOUNTING POLICIES
(a) Principles of Consolidation

The accompanying consolidated financial statements include the accounts of Insightful and its wholly
owned subsidiaries. All intercompany accounts and transactions have been eliminated in consolidation.

The accompanying consolidated financial statements reflect the application of certain accounting policies as
described in this note and elsewhere in the consolidated financial statements and notes.

(b) Revenue Recognition

Insightful records revenue in accordance with Statement of Position (SOP) No. 97-2, Software Revenue
Recognition, as amended by SOP No. 98-9, Software Revenue Recognition, with Respect to Certain Transactions
and related interpretations including Technical Practice Aids. License revenue consists principally of revenue
earned under fixed-term and perpetual software license agreements and is generally recognized upon shipment of
the software, collection of the resulting receivable is probable, the fee is fixed or determinable, and vendor-
specific objective evidence exists for all undelivered elements. Revenues under such arrangements, which may
include several different software products and services sold together, are allocated based on the residual method
in accordance with SOP No. 98-9. Under the residual method, the fair value of the undelivered elements is
deferred and subsequently recognized when earned. Insightful has established vendor specific objective evidence
for professional services, training and maintenance and support services. Vendor-specific objective evidence is
based on the price charged when an element is sold separately or, in case of an element not yet sold separately,
the price established by authorized management, if it is probable that the price, once established, will not change
before market introduction. Standard terms for license agreements typically call for payment within 30 days.
Probability of collection is based upon the assessment of the customer’s financial condition through the review of
their current financial statements or credit reports. For existing customers, prior payment history is also used to
evaluate probability of collection. Insightful provides for estimated returns at the time of sale.

Insightful offers maintenance contracts and training on certain of its products. Maintenance revenue is
recognized ratably over the term of the related contracts generally for one year or less. Consulting revenues are
primarily related to implementation services performed on a time-and-materials basis under separate service
arrangements. Revenues from consulting and training services are recognized as services are performed.
Standard terms for renewal of customer support contracts, consulting services and training call for payment
within 30 days.

F-9




INSIGHTFUL CORPORATION AND SUBSIDIARIES
NQTES TO CONSCLIDATED FINANCIAL STATEMENTS—(Continued)
December 31, 2001

Fees from licenses sold together with consulting are generally recognized upon shipment of the software,
provided that the above criteria are met, payment of the license fees are not dependent upon the performance of
the services, and the consulting services are not essential to the functionality of the licensed software. If the
services are essential to the functionality of the software, or payment of the license fees are dependent upon the
performance of the services, both the software license and consulting fees are recognized under the percentage of
completion method of contract accounting. All sales made through indirect channels including value added
resellers, or VARS, and distributors are accounted for using the sell through method.

If the fee is not fixed or determinable, revenue is recognized as payments become due from the customer. If
an acceptance period is required, revenues are recognized upon the earlier of customer acceptance or the
expiration of the acceptance period.

Amounts received in advance for maintenance agreements are recorded as deferred revenue on the
accompanying consolidated balance sheets.

(¢) Cash Equivalents

Cash equivalents are stated at cost, which approximates market, and consist of short-term, highly liquid
investments with maturities of less than three months at the time of purchase. Cash equivalents consisted
primarily of investments in commercial paper.

(d) Inventories

Inventories are stated at the lower of cost (first-in, first-out) or market and consist entirely of raw materials.

(e) Property and Equipment

Property and equipment is stated at cost less accumulated depreciation and amortization. Insightful provides
for depreciation and amortization by charges to operations on a straight-line basis, in amounts estimated to
allocate the cost of the assets over their estimated useful lives, as follows:

Asset Classification Useful Lives

Computer equipment and software ............. ... .. .......... 3 years
Furniture and fixtures . ... ... i 5 years
Leasehold improvements ............ . ... ..o i, Shorter of useful life

or lease term

Property and equipment under capital leases are amortized over the shorter of the estimated useful life of
three to five years or the term of the lease.

(f) Research and Development

Insightful accounts for its software research and development costs in accordance with Statement of
Financial Accounting Standards (SFAS) No. 86, Accounting for the Costs of Computer Software to Be Sold,
Leased or Otherwise Marketed. During the years ended December 31, 2001, 2000 and 1999, Insightful expensed
all research and development costs, as those costs incurred from technological feasibility (defined as a working
model) to general release were not material.
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(g) Funded Research

Funded research amounts represent funding received primarily from U.S. federal government agencies for
work performed by Insightful’s research and development department under cost-sharing arrangements. These
amounts are recognized as the work is performed and are recorded as an offset against Insightful’s total research
and development costs. Receivables resulting from this activity are included in other receivables on the
accompanying consolidated balance sheets.

(h) Earnings per Share

Basic net income (loss) loss per share is calculated using the weighted-average number of shares of common
stock outstanding. Stock issued subject to restrictions are excluded from the calculation. Diluted net income
(loss) per share reflects the dilutive effect of common stock equivalents, (including stock options and warrants)
unless their effect on earnings per share from continuing operations is anti-dilutive.

A reconciliation of basic and diluted shares outstanding is as follows:

Years Ended December 31,
2001 2000 1999
Weighted average common shares outstanding ............ 10,857,622 10,458,208 9,769,772
Effect of dilutive stockoptions . ........................ — 569,652 723,952
Weighted average common shares outstanding
assuming dilution ......... ... . i 10,857,622 11,027,860 10,493,724

The following securities were not included in computing diluted earnings per share because their effect
would be antidilutive:

Years Ended December 31,
2001 2000 1999
Weighted average antidilutive stock options and warrant ......... 1,428913 1,659,804 349,116

(i) Foreign Currency Translation

The functional currency of the Company’s foreign subsidiaries is the local currency in the country in which
the subsidiary is located. Assets and liabilities of Insightful’s foreign locations are translated to U.S. dollars using
the exchange rate at each balance sheet date. Income and expense accounts are translated using an average rate of
exchange during the period. Foreign currency translation adjustments are accumulated as a separate component
of stockholders’ equity. The effect of aggregate transaction gains and losses are recognized currently in the
statements of operations included in general and administrative expense. Aggregate transaction gains were
approximately $5,000 for the year ended December 31, 2001, Aggregate transaction losses were approximately
$109,000 and $9,000 for the years ended December 31, 2000 and 1999, respectively.

() Goodwill and Intangibles

Goodwill represents the excess purchase price over the fair value of net assets acquired in business
acquisitions accounted for under the purchase method of accounting. Other intangibles consist primarily of
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amounts allocated to non-compete agreements and customer relationships as a result of business acquisitions and
capitalized legal patent fees. Goodwill and other intangibles are presented net of related accumulated
amortization and are being amortized over lives ranging from two to five years. Goodwill recorded as a result of
acquisitions subsequent to June 30, 2001, is accounted for under a non-amortization approach and are evaluated
periodically for impairment.

Insightful assesses the realizability of its long-lived assets in accordance with SFAS No. 121, Accounting for
the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of. Insightful records
impairment losses on goodwill and other intangible assets when events and circumstances indicate that such
assets might be impaired and the estimated fair value of the asset is less than its recorded amount. Conditions that
would necessitate an impairment assessment include material adverse changes in operations, significant adverse
differences in actual results in comparison with initial valuation forecasts prepared at the time of acquisition, a
decision to abandon services, or other significant adverse changes that would indicate the carrying amount of the
recorded asset might not be recoverable. Based on its most recent analysis, Insightful believes that no material
impairment of intangible assets exists as of December 31, 2001.

(k) Advertising Costs

Insightful expenses advertising costs as incurred. Total advertising expenses were $32,953, $150,284, and
$154,221 for the years ended December 2001, 2000, and 1999, respectively.

(1) Concentration of Credit Risk

SFAS No. 105, Disclosure of Information about Financial Instruments with Off-Balance-Sheet Risk and
Financial Instruments with Concentrations of Credit Risk, requires disclosure of any significant off-balance-
sheet and credit risk concentrations. Insightful’s financial instruments that subject Insightful to credit risk consist
primarily of cash and cash equivalents and accounts receivable. Insightful maintains the majority of its cash
balances with one financial institution. Insightful has not experienced significant losses related to accounts
receivable from any individual customers or groups of customers in any specific industry or geographic area.

Insightful’s customer base is dispersed across many different geographic areas throughout North America
and Europe and consists of companies in a variety of industries. Insightful assesses each customer’s financial
condition through the review of current financial statements or credit reports. For existing customers, prior
payment history is also used to evaluate probability of collection and credit worthiness. Insightful does not
require collateral or other security to support credit sales.

During the years ended December 31, 2001, 2000 and 1999, Insightful did not have any one customer that
accounted for greater than 10% of net revenues. As of December 31, 2001, 2000 and 1999, Insightful did not
have any one customer that accounted for 10% of accounts receivable.

(m) Use of Estimates

The preparation of these consolidated financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and assumptions that affect the
amounts reported in the financial statements. Changes in these estimates and assumptions may have a material
impact on the financial statements. The company has used estimates in determining certain provisions, including
receivable reserves, useful lives for property and equipment, useful lives of intangibles, and tax liabilities.

F-12




INSIGHTFUL CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
December 31, 2001

(n) Financial Instruments

At December 31, 2001, Insightful had the following financial instruments: cash and cash equivalents,
accounts receivable, other receivables, accounts payable, accrued payroll and related accrued expenses,
equipment financing and capital leases. The carrying value of cash and cash equivalents, receivables and
payables approximates fair value based on the liquidity of these financial instruments or based on their short-term
nature. The carrying value of equipment financing and capital lease obligations approximates fair value based on
the market interest rates available to Insightful for debt of similar risk and maturities.

(0) Derivatives

SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities, effective for Insightful
beginning in 2001, establishes accounting and reporting standards for derivative instruments, including certain
derivative instruments embedded in other contracts, and hedging activities. It requires an entity to recognize all
derivatives as either assets or liabilities in the statement of financial position and measure those instruments at
fair value. As Insightful does not currently engage in derivatives or hedging transactions, there was no impact to
Insightful’s results of operations, financial position or cash flows with the adoption of SFAS No. 133.

(p) Recent Accounting Proncuncements

In July 2001, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting
Standard No. 141, Business Combinations, and SFAS No. 142, Goodwill and Other Intangible Assets. SFAS No.
141 prospectively prohibits the pooling of interest method of accounting for business combinations initiated after
June 30, 2001, and broadens the criteria for recording intangible assets separate from goodwill. SFAS No. 142
discontinues amortization of goodwill and other intangible assets unless they have finite useful lives, and,
instead, establishes a new method of testing goodwill for impairment on an annual basis or on an interim basis if
an event occurs or circumstances change that would reduce the fair value of a reporting unit below its carrying
value. Intangible assets with finite useful lives will continue to be amortized over their useful lives. Insightful
will adopt the provisions of SFAS No. 141 and SFAS No. 142 on January 1, 2002. However, the transition
provisions of SFAS No. 142 provide that goodwill originating in business combinations subsequent to June 30,
2001 cannot be amortized. As such, the accompanying 2001 consolidated financial statements do not provide for
amortization of goodwill (with a December 31, 2001 balance of $1,811,816) originating in business combinations
completed during the second half of 2001 (note 10). In addition, beginning in 2002, Insightful will no longer
amortize goodwill that originated prior to June 30, 2001 with a remaining net book value at December 31, 2001
of $125,308. Amortization expense relating to goodwill was $68,405, $69,808, and $57,243, in 2001, 2000, and
1999 respectively. Also beginning in 2002 Insightful will test goodwill for impairment using the two-step
approach prescribed by SFAS No. 142. The first step is to screen for potential impairment, while the second step
measures the amount of impairment, if any. Insightful expect to perform the first of the required impairment tests
of goodwill and indefinite lived intangible assets as of January 1, 2002. Any impairment charge resulting from
these transitional impairment tests will be reflected as a cumulative effect of change in accounting principles in
the first quarter of 2002. Insightful has not yet determined what the effect of these tests will be on its earnings
and consolidated financial position.

SFAS No. 143, Accounting for Asset Retirement Obligations, was also issued in June 2001. SFAS No. 143
addresses accounting and reporting for legal obligations and related costs associated with the retirement of long-
lived assets. The Statement requires that the fair value of the liability for an asset retirement obligation be
recognized in the period incurred if a reasonable estimate of fair value can be made. The estimated retirement
costs are capitalized as part of the carrying amount of the long-lived asset. SFAS No. 143 is effective for
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financial statements issued for fiscal years beginning after June 15, 2002. The provisions of this standard are not
expected to have a significant effect on Insightful’s financial position or operating results.

SFAS No. 144, “Accounting for Impairment or Disposal of Long-Lived Assets,” was issued in August 2001
and is effective for fiscal years beginning after December 15, 2001. The FASB’s new rules on asset impairment
supersede FASB Statement 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived
Assets to Be Disposed Cf,” and portions of APB Opinion 30, “Reporting the Results of Operations.” This
Standard provides a single accounting model for long-lived assets to be disposed of and significantly changes the
criteria that would have to be met to classify an asset as held-for-sale. Classification as held-for-sale may be a
significant distinction since such assets are not depreciated and are stated at the lower of fair value and carrying
amount. This Standard also requires expected future operating losses from discontinued operations to be
displayed in the period(s) in which the losses are incurred, rather than as of the measurement date as presently
required. The provisions of this Standard are not expected to have a significant effect on Insightful’s financial
position or operating results.

(@} Segment Information

SFAS 131, “Disclosures About Segments of an Enterprise and Related Information,” establishes standards
for reporting information about operating segments in annual financial statements. It also establishes standards
for related disclosures about products, services, geographical areas and major customers. Insightful currently
operates in a single business segment related to data analysis software and services. See Note 11 for geographic
data.

(r) Imcome Taxes

Insightful accounts for income taxes under the liability method. Under the liability method, deferred tax
assets and liabilities are determined based on differences between financial reporting and tax bases of assets and
liabilities and are measured using enacted tax rates and laws that will be in effect when the differences are
expected to reverse. Valuation allowances are established, when necessary, to reduce tax assets to the amounts
expected to be realized.

(s) Stock-Based Compensation

Insightful has elected to follow Accounting Principles Board Opinion No. 25, Accounting for Stock I1ssued to
Employees (APB No. 25), and related interpretations, in accounting for employee stock options rather than the
alternative fair value accounting allowed by Statement of Financial Accounting Standards No. 123, Accounting
for Stock-Based Compensation (SFAS No. 123). Under APB No. 25, compensation expense related to the
Company’s employee stock options is measured based on the intrinsic value of the stock option. SFAS No. 123
requires companies that continue to follow APB No. 25 to provide pro forma disclosure of the impact applying
the fair value method of SFAS No. 123. Insightful recognizes compensation expense for options granted to non-
employees in accordance with the provisions of SFAS No. 123 and Emerging Issues Task Force consensus
Issue 96-18, Accounting for Equity Instruments that are Issued to Other Than Employees for Acquiring, or in
Conjunction with Selling, Goods or Services, which require using a Black-Scholes option pricing model and
remeasuring such stock options to the current fair market value until the performance date has been reached.

Deferred stock-based compensation consists of amounts related to common stock issued in acquisitions,
which are subject to cancellation related to employee termination.
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(t) Other Comprehensive Income

SFAS No. 130, Reporting Comprehensive Income, establishes standards for reporting and display of
comprehensive income and its components in the financial statements. The only item of other comprehensive
income (loss), which the Company currently reports, are foreign translation adjustments.

() Reclassification of Amounts

Certain prior year amounts have been reclassified to conform to the current year presentation.

(3) BUSINESS RESTRUCTURING

In November 2001, Insightful implemented a workforce reduction of 24 employees, which represented 13%
of Insightful’s employee base at that time and included employees from all functional areas of Insightful. All of
the restructuring charges, totaling approximately $455,000, related to employee severance and termination
benefits. As of December 31, 2001, $366,276 of the severance and termination benefits were paid and $88,724
remained accrued on that date. All termination benefits will be paid by March 31, 2002.

(4 PROPERTY AND EQUIPMENT

Property and equipment consist of the following:

December 31,
2001 2000
Computer equipment and software ........... ... ... .. .. .. ... $3,898,594 $2,639,896
Furniture and fIXtures ... 420,118 391,486
Property and equipment under capitallease .......................... 478,166 478,165
Leasehold IMPIOVEIMENLS . o . vttt e et ittt et ie e 207,920 90,161
5,004,798 3,599,708
Less—Accumulated depreciation and amortization .................... 2,952,424 2,507,000

$2,052,374 $1,092,708

Depreciation expense on fixed assets was $632,998, $255,106, and $565,110 for the years ended
December 2001, 2000, and 1999, respectively.

(5) INCOME TAXES

Income (loss) before taxes consisted of the following:

Years Ended December 31,
2001 2000 1999
United Sates . .. .......ovveeroennnn... e $ 8,600 $1,030,000 $1,135,000
FOTEIEN e v v e e e e e e e (591,000) 344,000  (145,000)
Vs $(582,400) $1,374,000 $ 990,000
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The provisions for income taxes consist of the following:

Years Ended December 31,
2001 2000 1999
Current tax expense—
Federal . ......oouniiiie e $ 50,000 % — 5 —
State . ... 140,000 — —
FOreign .. ..o 65,000 69,000 273,000
255,000 69,000 273,000
Deferred tax (benefit)—
Federal ......... 0. (818,000) (2,829,000)  (70,000)
State . .. — (499,000)  (12,000)
(818,000) (3,328,000)  (82,000)
Increase in valuation reserve ............ ... 818,000 3,328,000 82,000
Amounts attributable to discontinued operations .......... (140,000) (2,000) (159,000)
Total . ... .. e $ 115000 $ 67,000 $ 114,000

A reconciliation of the federal statutory rate to Insightful’s effective tax rate is as follows:

Years Ended December 31,
2001 2000 1999

Income tax provision at federal statutoryrate ....................... 34.0)% 340 % 34.0%
Increase (decrease) in tax resulting from—
State tax provision, net . ............ vt — 6.0 6.0
Foreign tax provision .. .........o.uur i 11.2 0.5 11.5
Other permanentitems . ...... ... ..ot 3.8 1.0 1.0
Alternative Minimum Tax .......... ... . ... . ... ... ... 8.6 — —
Operating losses, not benefited ............... ... .. .. ..... (30.2) (42.00 @41.0)

198% (0.5)% 11.5%

At December 31, 2001, Insightful has available net operating loss carryforwards of approximately
$21,361,000 and tax credit carryforwards of approximately $2,884,000. The net operating loss and tax credit
carryforwards may be used to offset future federal taxable income and federal income taxes, respectively,
through the year ending December 31, 2021. The Internal Revenue Code contains provisions that limit the net
operating loss and credit carryforwards available to be used in any given year upon the occurrence of certain
events, including significant changes in ownership interests.

To the extent that net operating losses, when realized, relate to stock option deductions, the resulting
benefits will be credited to shareholders’ equity.
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The significant components of the deferred tax assets and liabilities are as follows:

December 31,

2001 2000
Net operating loss carryforward . ....................... $ 7,263,000 $ 7,102,000
Research and development credit carryforwards ........... 2,884,000 1,696,000
Temporary differences ................. ... .. ..., 1,553,000 2,084,000
11,700,000 10,882,000
Valuation allowance . ...ttt (11,700,000) (10,882,000)
Net deferred tax asset .. ..ovvveeii v nt e 3 — 3 —

Temporary tax differences consist of depreciation differences between tax and book, timing differences for
various reserves, accrued liabilities, and start-up and organization costs.

Due to the uncertainty surrounding the realization of its deferred tax assets, Insightful has recorded a full
valuation allowance against its deferred tax assets. The valuation allowance increased by $818,000 and
$3,328,000 during 2001 and 2000, respectively. ’

(6) EQUIPMENT FINANCING

During 2000, Insightful entered into several financing arrangements for the purchase of equipment totaling
$167,788, all of which are secured by the equipment purchased. All of the financings were payable in 24 equal
monthly payments of principal plus interest ranging from 10.9% to 11.3%.

As of December 31, 2001, total minimum lease payments under these financing arrangements are $44,163,
net of interest of $1,886, all of which is due in 2002.

(7) COMMITMENTS

Insightful has noncancellable operating leases for its various facilities and certain office and other
equipment. Insightful is also a worldwide licensee of the “S” programming language from Lucent Technologies
Inc through February 18, 2007. Under the license, we have the right to use, sublicense and support the “S”
programming language from Lucent Technologies in exchange for royalties, which are included in the cost of
software licenses.

The future minimum commitments under Insightful’s noncancellable operating lease arrangements,
exclusive of operating costs are as follows:

Year ending December 31,

2002 L $ 830,436
2003 L 835,574
2004 . 897,178
2005 L 70,432
2006 .. 32,755
Thereafter ..... .. .. 47,623

$2,713,998
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Rental expense under Insightful’s operating leases was approximately $861,000, $693,000 and $506,000 for
the years ended December 31, 2001, 2000 and 1999, respectively.

(8) STOCKHOLDERS’ EQUITY
(a) Stock Option Plans

In February, 2002, the Company’s stock option plan that was adopted in 1992 (the 1992 Plan) expired.
Under this plan, the Board of Directors had the ability to grant incentive stock options (ISOs), nonqualified stock
options, awards of common stock and authorizations to make direct purchases of common stock to eligible
employees and others, as defined. ISOs were granted at a price not less than fair market value at the date of grant.
The options granted typically vested over a five-year period. On June 7, 2001 the stockholders approved the
adoption of the 2001 Stock Option and Incentive Plan (the 2001 Plan), whereby the board of directors may grant
ISOs, nonqualified stock options, awards of common stock and authorizations to make direct purchases of our
stock to eligible employees and others, as defined. A total of 500,000 shares are authorized for issuance under the
2001 Plan. ISOs are granted at a price not less than fair market value at the date of grant. The options typically
vest over a four-year period. At December 31, 2001 Insightful had, 268,138 and 197,750 options available for
future grant under the 1992 and 2001 Plan, respectively.

The Company also has a Non-employee Director Stock Option Plan (the 1992 Directors’ Plan) pursuant to
which directors who were not officers or employees of Insightful annually receive options to purchase shares of
Insightful’s common stock. This plan also expired in February, 2002. At December 31, 2001 Insightful had
229,583 options available for future grant under the 1992 Directors’ Plan.

On June 7, 2001 the stockholders approved the adoption of the 2001 Non-Employee Director Stock Option
Plan (the 2001 Directors’ Plan) under which our non-employee directors receive annual grants to purchase shares
of our common stock. This plan provides for up to 200,000 shares of our common stock to be reserved for the
grant of non-qualified stock options to directors who are not our employees. All of our option grants under the
2001 Directors’ Plan are made at or above fair market value at the time of grant. These options are exercisable
upon grant. At December 31, 2001, Insightful had 200,000 options available for future grant under the 2001
Directors’ Plan.

Insightful has a Non-Qualified, Non-Officer Stock Option Plan (the 1996 Non-Officer Plan) under which
employees and consultants to Insightful are granted nonqualified options to purchase stock. A total of 200,000
shares of common stock may be issued under the 1996 Non-Officer Plan. The vesting of options granted under
the 1996 Non-Officer Plan is determined at the date of grant. Each option expires 10 years from the date of grant,
subject to earlier termination if the optionee ceases to serve Insightful other than by reason of death or disability,
and is not transferable. At December 31, 2001, Insightful had 165,000 options available for future grant under the
1996 Non-Officer Plan.

On January 16, 2002, the Board approved the registration of an additional 1,000,000 shares of the
Company’s stock in connection with an increase of shares authorized for issuance under the 2001 Plan, subject to
approval by the Company’s stockholders. On January 16, 2002, the Board approved an additional 800,000 shares
of the Company’s stock in connection with an increase of shares authorized for issuance under the 2001
Directors’ Plan, subject to approval by the Company’s stockholders.

There were no option grants to nonemployees during the years ended December 31, 2001, 2000, and 1999.
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The assumptions used to calculate the proforma effect of the application of SFAS 123 and the weighted
weighted average information are as follows:

Years Ended December 31,

2001 2000 1999
Risk-free interestrates . .. ................... 217% - 5.07% 5.28% -6.73% 5.10% —6.33%
Expected dividend yield .................... None None None
Expectedlives ............................ 7 years 7 years 7 years
Expected volatility ........................ 95% 101% 119%
The effect of applying SFAS No. 123 would be as follows:
Years Ended December 31,
2001 2000 1999
Net income (loss) asteported ........................ $2,413,787 $ (5,999,591) $1,453,478
Pro forma net income (10SS) . . ... oottt $1,135,826 $(10,007,726) $ (85,385)
N Basic income (loss) per share as reported ............... $ 022 §% 0.57) $ 0.15
Diluted net income (loss) per share as reported . .......... $ 022 3% (0.54) S 0.14
Pro forma basic net income (loss) pershare ............. $ 0.10 $ 0.96) $ (0.01)
Pro forma diluted net income (loss) per share ............ $ 010 % (0.96) $ (0.01)

Insightful’s stock option activity for all plans is as follows:

Weighted

Average

Number of Exercise
Shares Price
Outstanding at January 1,1999 ... ... ... . 3,248,506  $2.43
Granted .. ... 729,950 2.78
Bxercised . ... (541,248) 1.83
Canceled . ... . (442,140} 2.82
QOutstanding at December 31, 1999 . .. ... ... ... .. . 2,995,068 2.57
Granted . ... e 1,286,900 3.30
EXercised . .o (706,517) 2.17
Canceled . ... e e (715,574) 3.31
Outstanding at December 31,2000 . ... ....... .. . oo i 2,859,877 2.81
Granted ... .o e 1,734,420 2.34
BXerCiSed . . o e e e e (230,100) 1.80
Canceled ... ... o (976,895) 2.94
QCutstanding at December 31,2001 ... ....... ... . . i 3,387,302 $2.61
Exercisable at December 31,2001 ....................... [P 1,434,777  $2.85
Exercisable at December 31,2000 ... ... ... . . 1,317,302  $2.79
Exercisable at December 31,1999 ... ... ... ... . ... 1,732,446  $2.44
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The weighted average grant-date per share fair value of options granted in 2001, 2000, and 1999 was $1.81,
$2.99, and $2.52, respectively.

The following table summarizes information about stock options outstanding and exercisable at
December 31, 2001:

Options Cutstanding Options Exercisable
Weighted Average
Range of Remaining Weighted Average Weighted Average

Exercise Prices Shares Contractual Life Exercise Price Shares Exercise Price
$1.28-1.75 918,450 9.04 years $1.71 106,650 $1.69
1.84 —2.38 893,375 6.50 years 2.23 449,932 2.21
2.41-3.00 853,352 4.72 years 2.74 608,667 - 277
3.13-5.50 722,125 7.19 years 4.05 269,528 4.57
1.28 -5.50 3,387,302 6.88 years $2.61 1,434,777 $2.85

(b) Employee Stock Purchase Plan

Insightful has an employee stock purchase plan (ESPP) pursuant to which Insightful has reserved and may
issue up to 450,000 shares of common stock in semiannual offerings over a 10-year period. The ESPP allows
eligible employees to purchase Insightful common stock at the lesser of 85% of fair value on certain prescribed
dates as defined in the ESPP, through payroll deductions of up to 10% of compensation. During the years ended
December 31, 2001, 2000, and 1999, Insightful issued 65,916, 57,088, and 66,335 shares under the ESPP,
respectively. As of December 31, 2001, 90,057 shares remain available for future purchase.

(¢) Subscription Receivable from Director

On June 20, 2000, Insightful loaned $550,000 on a full recourse basis to a director (and at that time CEQ)
for the exercise of common stock options. The note bears interest of 8% in the first two years, and at the prime
rate in years thereafter (9.5% at December 31, 2000). The principal and any accrued but unpaid interest is
payable on demand at any time after June 19, 2002, or earlier upon the occurrence of certain specific events.
Insightful has recorded the note receivable as a reduction in stockholders equity in the financial statements. The
balance due on the note was $380,843 and $550,000 at December 31, 2001 and 2000, respectively. The note was
paid in full on January 16, 2002.

(d) Common Shares Reserved

At December 31, 2001 common stock reserved for future issuance was as follows;

Outstanding stock OPLONS . . ... . e 3,387,302
Stock options available for grant .. ......... . L 1,060,471
B PP o e 90,057
Warrants to purchase common stock . ....... . o 20,000

4,557,830
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(9) 40L(K) RETIREMENT PLAN

Insightful sponsors a 401(k) plan that is available to all employees who satisfy certain eligibility
requirements relating to minimum age, length of service and hours worked. Eligible employees may elect to
contribute up to 20% of their pre-tax gross earnings, subject to statutory limitations regarding maximum
contributions. Insightful matches employees’ contributions at the discretion of Insightful’s management.
Amounts charged to expense for matching contributions were approximately $177,000, $128,000, and 141,000 in
2001, 2000, and 1999, respectively. ‘

(10) ACQUISITIONS

On September 25, 2001, Insightful Corporation completed the acquisition of Predict AG (Predict). The
transaction was accounted for using the purchase method of accounting. This acquisition provides Insightful with
a European professional services headquarters. The aggregate consideration paid was $2,214,106 consisting of
$1,466,228 cash, common stock valued at $691,714 and direct transaction costs of $56,164. The value of the
300,000 common shares issued was determined based on the average market price of Insightful’s common shares
over a three-day period before and after the date of acquisition.

On July 11, 2001, Insightful completed the acquisition of a data analysis consulting business from Waratah
Corporation. This acquisition provides Insightful with expanded resources, while establishing an East Coast
consulting office. The aggregate consideration paid was $303,471 consisting of $150,000 cash, common stock
valued at $99,101, a common stock warrant valued at $41,000 and direct transaction costs of $13,370. The value
of the 34,530 common shares issued was determined based on the average market price of Insightful’s common
shares over a three-day period before and after the date of acquisition. The warrant (to purchase 20,000 shares of
common stock, at an exercise price of $2.90, and expiring on July 13, 2006) was valued using the Black-Scholes
model.

On July 31, 2001, Insightful completed the formation of a French subsidiary and acquired the data analysis
operations of Sigma-Plus, Insightful’s longtime distributor in France. The formation of a French subsidiary
provides Insightful with an expanded direct sales channel and local consulting resources in Paris and Toulouse.
The aggregate consideration paid was $250,179 consisting of $212,250 cash and direct transaction costs of
$37,929.

The results of Predict, Waratah and Sigma Plus have been included in the operating results of Insightful
since their respective acquisition dates.
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The following table summarizes the allocation of the purchase price of each acquisition to the assets
acquired.

Sigma-
Predict Waratah Plus Total
CUITENL SSEES . v v vt et et e e e e $ 383986 $ — % — $ 383,986
Property, plant, and equipment . ................ 159,321 20,000 1,400 180,721
Non-compete agreements . .................... 50,893 43,780 51,114 145,787
Customer relationships ....................... 164,158 — — 164,158
Goodwill ........ ... . . e 1,374,460 239,691 197,665 1,811,816
Total assets acquired . .................... 2,132,818 303,471 250,179 2,686,468
Current liabilities assumed .................... (345,292) — — (345,292)
Total purchase price ......................... 1,787,526 303,471 250,179 2,341,176
Deferred stock-based compensation ............. 426,580 — — 426,580
Total consideration, including deferred stock-
based compensation . ................... $2,214,106 $303,471 $250,179 $2,767,756

Non-compete agreements. The value assigned to the non-compete agreements was determined using the
income approach giving consideration to the desire, effectiveness and feasibility of effective competition by the
conventor in the absence of the convenant.

Customer relationships. The value assigned the customer relationships was determined using the
discounted cash flow approach. Under this approach, all relevant facts and circumstances affecting future cash
flows are considered and the determined fair values are based upon estimations of underlying cash flows to be
received, discounted to their present value using appropriate current market interest rates.

The lives assigned to the identified intangible assets described above are two years. Amortization expense
for these intangibles was $38,744 in 2001, and was recorded based on the straight-line method.

Goodwill. The excess of the purchase price over the fair value of the assets acquired is recorded as
goodwill. Goodwill is not subject to amortization, but will be subject to periodic evaluation for impairment.

Deferred stock-based compensation. In connection with the employment agreements and related stock
retention agreements with three of Predict’s key employees, 185,010 shares of Insightful common stock
otherwise issuable to these employees pursuant to the purchase agreement are subject to restriction, and are being
released from the restriction over a three-year vesting period. At December 31, 2001, all such shares remain
subject to the restriction. The value of the restricted shares of $426,580 is recorded as deferred stock-based
compensation and is being amortized over a three-year vesting period using a graded vesting approach.
Amortization of deferred stock-based compensation arising from the restricted stock was $44,435 in 2001.
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The unaudited pro forma combined historical results of operations, as if the businesses had been acquired on
January 1, 2000, are as follows:

Year Ended December 31,
2001 2000
Pro Forma Pre Forma

TOtal FEVENUES . . . ot ot ettt e e e e e e e e $19,750,679 $17,350,408
Amortization of intangibles and deferred stock-based compensation

BXPEISE .« ottt e e e (213,949) (285,266)
Income from continuing Operations .. ........................ (897,010) 1,050,333
Netincome (J0SS) .. ..ottt i e e e 2,214 489 (6,255,811)
Basic netincome (loss) pershare ........... .. .. .. ... ... ... 0.20 (0.60)
Diluted net income (loss) pershare . ....... ... ... .. ... ... 0.20 (0.56)

The pro forma information does not purport to be indicative of the results that would have been attained had
these events occurred at the beginning of the period presented and is not necessarily indicative of future results.

(11) SUBSEQUENT EVENTS

In January 2002, Insightful’s German subsidiary completed the acquisition of a data analysis business from
Graphische Systeme GmbH (GraS), Insightful’s German Distributor. Consideration for the acquisition was cash
of approximately $150,000. This transaction will be accounted for as an asset purchase in the first quarter of
2002.

(12) GEOGRAPHIC DATA

The Company reports operating results based on geographic areas. A summary of key financial data by
region is as follows:

United States Foreign Total

Year Ended December 31, 2001

Revenue . ... . e $13,459,145 $3,967,253 $17,426,398
Long-lived assets ... .....cuuienn e 2,273,902 2,128,263 4,402,165
Total Net ASSELS . ..ottt e e et et 4,675,204 2,761,446 7,436,650
Year Ended December 31, 2000

REVENUE ... i e $11,359,799 $3,886,679 $15,246,478
Long-lived assets . .. ...ttt 1,036,737 257,659 1,294,396
Total Net ASSetS . ..ottt e e e e e 3,067,574 807,093 3,874,667
Year Ended December 31, 1999

REVENUE . . oottt e e e $ 8,775,406 $3,436,443 $12,211,849
Long-lived assets . .. ......c.uuini e e 500,261 356,793 857,054

Total Net ASsets . ... ... i 7,433,275 1,200,923 8,634,198
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(13) VALUATION AND QUALIFYING ACCOUNTS

A rollforward of the allowance for doubtful accounts and allowance for sales returns for the years ended
December 31, 2001, 2000 and 1999 is as follows:

Balance, Charged to Balance,
Beginning Costs and End of
of Period Expenses Deductions(l)  Pericd
Year Ended December 31, 2001:
Allowance for doubtful accounts ..................... $112,092 $ 64,587 $41,519 $135,160
Allowance forsalesreturns .........cooiiinnvnnn... 269,658 (108,228) 28,450 132,980
Total reserve for accounts receivable .............. $381,750 $ (43,641) $65,969 $268,140
Year Ended December 31, 2000:
Allowance for doubtful accounts ..................... $ 28252 $ 83840 §$ — $112,092
Allowance forsalesreturns . ............ .. ... ... 195,529 74,129 —_ 269,658
Total reserve for accounts receivable .............. $223,781 $157969 $ — $381,750
Year Ended December 31, 1999:
Allowance for doubtful accounts ..................... $ 46,670 $ —  $18,418 § 28,252
Allowance forsalesreturns .......... ... v, 193,386 2,143 — 195,529
Total reserve for accounts receivable .............. $240,056 $ 2,143 $18418 $223.781

(1) Deductions for accounts receivable represent accounts written off, net of recoveries. Deductions for sales
returns represent product returns received.
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(14) UNAUDITED QUARTERLY DATA

2001
Q1 Q2 Q3 Q4

Revenue ......... ... ... .. ... .. . $ 4,104,000 $ 4,649,000 $ 4,294,000 $ 4,379,000
Grossprofit . ... o 2,776,000 3,176,000 2,767,000 2,524,000
Income (loss) from discontinued operations .......... (737,000) — — —
Gain on disposal of discontinued operations .......... 3,493,000 — — 356,000
Income (loss) from continuing operations ............ 175,000 421,000 44,000 (1,338,000)
Basic income (loss) per share—continuing operations . . 0.02 0.04 0.00 (0.12)
Diluted income (loss) per share—continuing

OPETALIONS &\ vttt ettt 0.02 0.04 0.00 0.12)
Netincome (10SS) . ....vviinnin e, 2,931,000 421,000 44,000 (982,000)
Basic net income (loss) pershare . .................. 0.28 0.04 0.00 (0.09)
Diluted net income (loss) per share ................. 0.27 0.04 0.00 (0.09)

2000
01 Q2 Q3 Q4

Revenue . .......... i, $ 3,537,000 $ 3,659,000 $ 4,212,000 $ 3,838,000
Gross profit .. ..ot 2,583,000 2,588,000 2,982,000 2,586,000
Income (loss) from discontinued operations .......... (2,041,000) (2,787,000) (3,915,000) 1,437,000
Income from continuing operations . ................ 425,000 294,000 395,000 192,000
Basic income (loss) per share—continuing operations . . 0.04 0.03 0.04 0.02
Diluted income (loss) per share—continuing

OPEIAtIONS . .. vttt st et e e e e et 0.04 0.03 0.04 0.02
Netincome (108S) ........ . oviiiiiiiiii ... (1,616,000) (2,493,000) (3,520,000) 1,629,000
Basic net income (loss) pershare . .................. (0.16) (0.24) (0.33) 0.15
Diluted net income (loss) pershare ................. (0.14) (0.23) 0.33) 0.15

The above data has been restated to reflect the operations of EEPD and FSC as discontinued operations.
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